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Before and After... 


Before you invest, investigate . . . is just good common sense; 
And yet, year after year it is amazing how many people. . ; 
good sensible people too . . . fail to do just that. 


Buying securities on tips, on rumours, without examina- 
tion, or buying on the advice of uninformed people, very 
often causes many an investment headache. Better Business 
Bureaus are kept busy, Securities Commission officials look 
into innumerable complaints, and securities are purchased 
which sometimes turn out to be... “not what I thought.” 


Before you invest, investigation is good common sense. 
y & g 
After you invest, investigation is also good common sense. 
y g g 
“See your dentist twice a year” is not propaganda .. . it is 
preventive dentistry. Most people think it good business to 
check trouble before it starts or, at least, before it becomes 
serious. 


To have your investment adviser check your securities at 
regular intervals makes sense too. Conditions change, in- 
dustries change, markets change. To “put them away and 
forget them” is not good . . . it’s not good for teeth, and 
it’s not good for securities. 


Our organization is equipped to help you investigate 
before you invest and . . . after you invest, to help you by 
regularly checking your securities to see that your funds 
are working to best advantage and to see that they are 
doing for you what you want done. Any of our offices or 
representatives will help you... drop in or write, whichever 
is more convenient. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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COMES TO CANADA 
SDRAM ARRESTS SIRE AI 


Effective October 31, 1960, the name of Underwood-Samas Limited is 


changed to International Computers and Tabulators (Canada) Limited. @ 
The Canadian Company is a wholly owned subsidiary of International 
Computers and Tabulators Limited of England which is one of the world’s 


largest manufacturers of data processing machines, distributing its wide 


range of products in over fifty countries and to all classes of business and 
industry. @ I.C.T. (Canada) is proud of the Products and Services they 


have to offer. Your inquiries are invited. 


tt a) See ewe eee COMPUTERS AND 
“ TABULATORS (CANADA) LIMITED 


HEAD OFFICE AND SHOWROOMS: 1000 Yonge Street, Toronto, Ont.—WAlnut 4-7391 
SERVICE HEADQUARTERS: 10 Alcorn Avenue, Toronto, Ont.—WAlnut 4-7391 
BRANCH SALES AND SERVICE OFFICES: 423 Mayor Street, Montreal, Que.—VIctor 2-4491 


370 MainStreet E., Hamilton,Ont. JAckson8-0138 








Will your Executor be 
experienced — responsible — 
and always available? 


The answer is “yes” if you name National Trust in your Will. 


0 20 KING STREET EAST, TORONTO, ONTARIO 
National 
Toronto Montreal Hamilton Winnipeg 
aby bt S if Edmonton Calgary Vancouver Victoria 


ESTABLISHED 1898 








Will These 2 People 
Invest $10,000 
\~ In the Same Way? 





Not likely, because no two people have the same investment needs. 
Some require immediate and regular income, while others prefer 
capital growth and income later. 

It is our business as Investment Dealers to advise clients as to the 
type of security that will best meet their present and future needs. 


When you require assistance with your investments, write or 
telephone our nearest office. 


Wood, Gundy & Company 
LI mi ted —— 
Toronto Montreal Winnipeg Vancouver Halifax 
Quebec London Hamilton Ottawa Kitchener 
Regina Edmonton Calgary Victoria 
London, Eng. New York 
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IN THIS ISSUE 


D. J. CAMPBELL, C.A. (page 497) 


There are many problems arising in 
the administration of an estate, and 
the subject becomes particularly com- 
plex in cases where a person domi- 
ciled in Canada has assets abroad or 
is domiciled abroad but has assets 
in this country. The methods used to- 
day to plan and conserve an estate 
differ with the laws of each country, 
and the estate planner must consider 
all estate taxing jurisdictions that 
might be applicable in each case, 
even though he cannot foresee what 
the ultimate domicile or citizenship 
of the individual will be. In “Foreign 
Aspects in Estate Planning”, Donald 
J. Campbell describes the principles 
involved in order to conserve an 
estate under the above circumstances, 
particularly as they relate to situs and 
valuation of property, estate tax 
credits and the making of gifts. Over 
the past 20 years the author has 
spent a large part of his time on 
estate planning and is well-qualified 
to look at the problems and implica- 
tions involved in handling the estates 
of United Kingdom and United States 
citizens residing in Canada and of 
Canadian estates in Europe and 
Commonwealth countries. 

Mr. Campbell is a partner in the 
Winnipeg office of Price Waterhouse 
& Co. and a past president of the In- 
stitute of Chartered Accountants of 
Manitoba. He became a chartered 
accountant in 1938 and from 1948 
to 1958 was director of studies for 
the Manitoba Institute’s student 
training courses. He is a member of 
the National Association of Account- 
ants, the Society of Industrial & Cost 
Accountants and the Life Insurance 
Trust Council, an organization in- 


terested in the problems of estate 
planning from the life insurance and 
trust company point of view. 


B. H. LLOYD (page 491) 


Can the profits of a company be im- 
proved if, as part of a bonus plan, 
a portion of its profits is distributed 
to selected members of management? 
In recent years corporate directors 
have found this to be a tantalizing 
question, and they are still searching 
for an answer. If there is evidence to 
show that some form of bonus to 
executives means higher company 
profits, then it would be in the in- 
terests of the company to compensate 
its management team; if such is not 
the case, any bonus allocation would 
amount to an expense and lessen di- 
vidend distribution to the sharehold- 
ers. In “Management’s Place in Profit 
Participation”, Bernard H. Lloyd 
points out that several surveys have 
found evidence to show that distribu- 
tion of a portion of the profits to top 
management does mean higher com- 
pany profits, and the author discusses 
many aspects of this controversial 
topic from the viewpoint of both 
members of management and the 
shareholder. 


Mr. Lloyd is a director of the man- 
agement consulting services division 
of Price Waterhouse & Co. From 1954 
to 1958 he was associated with Leeth- 
am Simpson Limited in charge of 
operations research activities, and pre- 
viously he was with Canadian Indus- 
tries Limited as consultant in indus- 
trial statistics and quality control. 

He graduated from the University 
of Toronto in 1944 in mechanical en- 
gineering and is a member of the 
Ontario Association of Professional 
Engineers, Operations Research So- 
ciety of America, American Society 
for Quality Control and the American 
Statistical Association. 

Continued on page 474 
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Another Achievement from Monroe 
Compacted into a dynamic design 
not much larger than your telephone 
is Monroe's latest conversation-piece. 
Astonishing speed distinguishes this 
10-key Adding Machine — one of the 
famous Monroe Series E with the 
‘Velvet Touch."’ Cycling at 250 milli- 
seconds, it will outpace and outpro- 
duce any machine of its kind. And 
its trouble-free durability rarely if 
ever needs the Monroe nationwide 
service organization that backs its 
guarantee. The Series E genuinely 
means ease, efficiency, economy — 
its surprisingly low price will save 
you up to one-third when you buy. 


C 
i] 
See. the MAN from MO ROE 


i 
for CALCULATING 4 x) 


a 


ae ; ADDING + ACCOUNTING 
A DIVISION OF LITT! el aii) 
i el adel DATA PROCESSING MACHINES 


Monroe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Canada. 





Continued from page 472 
G. L. SANDLER (page 507) 

“Facilities Planning” reflects the ob- 
servations of Gerald L. Sandler, a 
business executive who feels strongly 
that any corporate long-range pro- 
gram must include an overall plan 
for the entire enterprise. This master 
plan would include as one of its major 
parts a facility plan outlining the 
future use of existing facilities as 
well as additions and disposals. His 
article describes the steps to be taken 
in preparing the plan and shows how 
it is eventually consolidated with the 
overall corporate plan of operations. 


Mr. Sandler is director of financial 
control and analysis, Chrysler Cor- 
poration of Canada Limited. He has 
been associated with the company 
since 1955 and in 1958 was appoint- 
ed director of organizational plan- 
ning. He joined Chrysler after five 
years with Ford of Canada where he 
served in the industrial engineering 
department and in the manufacturing 
expense budget department. He grad- 
uated with a B.A.Sc. degree in en- 
gineering and business from the 
University of Toronto and a master’s 
degree in business administration 
from the University of Michigan. 


G. H. COWPERTHWAITE, C.A. (p. 511) 


Ten years ago the computer was 
little more than a gleam in the eyes 
of a small group of pioneers. Progress 
during the past five years has been 
spectacular, and those who are re- 
sponsible for computer technology are 
predicting even greater strides in the 
years immediately ahead. In “Elec- 
tronic Computers in Business”, 
Gordon H. Cowperthwaite, in addi- 
tion to considering what the trends 
will be in the foreseeable future, looks 
at the problems of those who have al- 
ready entered the computer field but 
who are not satisfied with their experi- 
ence. For example, he thinks we can 


expect to see increasing use of the 
medium-sized computer, a significant 
growth in the number of computer 
users as a whole and a definite move- 
ment towards the development of 
routines which will be of greater 
value to management. 

Mr. Cowperthwaite is a partner in 
the Toronto office of Peat, Marwick, 
Mitchell & Co. and is in charge of its 
Canadian management controls de- 
partment. He has had extensive con- 
sulting experience in Canada and 
other countries including Australia, 
South Africa and South America. His 
last CCA article was “Management 
Reporting” (December 1959). 


A. W. GILMOUR, C.A. (page 520) 

The ideas and recommendations by 
Arthur W. Gilmour in “The Case 
against Designated Surplus” testifv to 
the author’s many years of experience 
with matters relating to the Income 
Tax Act. To enable others to benefit 
from such experience, he explains in 
his article the conditions which led to 
the introduction of designated surplus, 
how it has worked in practice, the 
problems it has created and why it 
should be abolished or radically 
changed. “Like a human appendix, 
it does not serve any useful purpose,” 
he told the Editor. “If legislation was 
adopted to abolish the taxation of 
dividends paid by Canadian corvora- 
tions the Income Tax Act would be 
simplified and revenues would in no 
way be curtailed.” 

Mr. Gilmour is a partner in the 
Montreal office of Clarkson, Gordon 
& Co., and a member of the Institute 
of Chartered Accountants of Quebec 
since 1934. He was formerly director 
of Income Tax and Succession Duties, 
Department of National Revenue in 
Montreal and at one time lecturer in 
accounting, auditing and taxation at 
McGill University. He is the author 
of the “Income Tax Handbook” ( Rich- 


Continued on page 476 
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A GROWING 
YOUNGSTER 


Some youngsters grow so fast that they 
are always pushing out of their clothes and 
needing new ones. This was the sort of 
problem faced by the X-Y Company. Not 
only was the company’s growth phenomenal 
but new developments in the character and 
manufacture of the product — foil and trans- 
parent paper — had extended its common 
use into foodstuffs, tobaccos and other 
perishables and even into the hardware 
and textile fields. The Canadian consumer 
was increasingly being offered the cleanli- 
ness and convenience of having more and 
more goods pre-wrapped. 


The X-Y Company’s growth demanded 
more machinery and space; the new di- 
versity in wrappers demanded new equip- 
ment. The X-Y Company had been doing 
extremely well, but it had been growing 
out of its financial clothing. When it first 
approached Industrial Development Bank 
for financial assistance, it already owned a 
plant which was fully paid for. Annual 
sales were over the million dollar mark, 
and heading higher. 


The growth in market demand was most 
encouraging but in the endeavour to keep 
up with it, the company had been unable 
to set aside funds for adequate expansion. 
Its assets were substantial but normal com- 


and 


mercial financing was not available and the 
company was not in a position to issue 
further capital stock successfully. I.D.B. 
stepped in to provide the needed financing 
and the productivity of the new machinery 
quickly fulfilled the highest expectations. 


But the youngster hadn’t stopped grow- 
ing, and the same situation arose a couple 
of years later. Again the company needed 
new machinery to increase production and 
again I.D.B. provided the term financing 
for this purpose. The mushrooming sales 
chart took another surge upward. 


The X-Y Company has benefited from 
having alert, courageous management and 
from having the right goods to sell at the 
right time and, when opportunity knocked, 
I.D.B. financing helped the company to 
open the door. 


Foregoing is the account of one of over 
3500 enterprises helped by I.D.B. financing. 
1.D.B. was established to meet financing 
needs of small and medium-sized businesses 
unable to secure satisfactory financing from 
other sources. If you have such a problem, 
or know someone who has, you are invited 
to contact any I1.D.B. office or consult your 
lawyer, auditor or chartered bank. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax 


*I.D.B. can consider proposals for financial assistance in these activities: 

manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 
a mine or quarry, drilling, construction, engineering, technical surveys or scientific re- 
search, generating or distributing electricity or operating a commercial air service, or the 
transportation of persons, or supplying premises, machinery or equipment under lease 


to any business mentioned above. 





DO YOU KNOW 


Somebody who might be inter- 
ested in a subscription to 


The Canadian 
Chartered Accountant? 


Simply complete the form with 
his name and address and we 
will be pleased to send him a 


copy. 


Subscription Rates 
1 year $6 3 years $15 
Single copies 60c 


THE CANADIAN 
CHARTERED ACCOUNTANT 


69 Bloor St. East, Toronto 5, Ont. 
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ard DeBoo Limited) and of numerous 
articles in professional journals. In 
addition, he fulfils many speaking en- 
gagements on matters connected with 
taxation. 


G. M. SMITH, C.A. (page 529) 

It is probably true to say that all 
professional people, not only account- 
ants, dislike talking about fees and 
hate, most of all, to have any un- 
pleasant experiences about them with 
their clients. To explore this question, 
especially as it touches on the rela- 
tionship with the client and between 
practitioners, we turned to G. Mere- 
dith Smith. In “Determining Profes- 
sional Fees“ he discusses the import- 
ance of presenting the accountant’s 
position and talking plainly but tact- 
fully on the subject with the client. 
The demands on an accountant’s time 
involve many factors in addition to 
his routine work so that the client is 
seldom able to appraise the value of 
the service rendered, and the account- 
ant finds it difficult to come up with 
a precise formula in fee determina- 
tion. Mr. Smith raises some funda- 
mental questions for the accountant to 
consider on these matters. 

The author is a partner in the 
Montreal office of Ross, Touche, 
Bailey & Smart and served for a num- 
ber of years on the CICA Account- 
ing and Auditing Research Commit- 
tee. He has been a member of the 
Institute of Chartered Accountants of 
Quebec since 1933 and was admitted 
subsequently to membership in the 
Institutes of Chartered Accountants of 
New Brunswick and Newfoundland. 


EDITORIAL (page 489) 

This month’s editorial “The Im- 
portance of the Audit” by Robert E. 
Saunders, F.C.A. lays stress on the 
positive contribution of the auditor’s 
report. There is no doubt that the 





prestige of the auditor has never been 


Boece Pen Cn. 


=e 


us greater nor reliance on his services 
In | more pronounced. However, in deal- 
n- ing with his subject, the author brings 
th out two important points: first, that 
the auditor cannot assure the investor 
that the company will be profitable 
nor that its funds were wisely spent 
ll during the year under review and, 
“| secondly, that the expression of 
a opinion is about as far as the auditor 
“ can go and that it is up to the share- 
th holder to draw his own conclusions 
“ from the financial statements pre- 
so sented to him. 
" Mr. Saunders is chief accountant of 
> the Toronto-Dominion Bank and a MOTOR Cts 
i. member of the Council of the Insti- Ld had . 
.. tute of Chartered Accounants of On- ae ae pore 
“ tario. He qualified as a chartered me 
. accountant in 1935 and during the mre ere 
it. past 25 years has taken an active in- ee ML Me Tha ee) -) de) 
m terest in Institute affairs both at the Se REL 
“ provincial and national levels. A 
is former member of the CICA Mag- 
of azine and Publications Committee, he 
a is currently serving on a sub-commit- 
. tee which is preparing a brochure for 
‘ credit grantors. He is a member of 
‘ the Controllers Institute of America. 
0 
e 
e, 
1 Forthcoming Features 
t- 
t- Doing Business Abroad : i 
‘ H. B. Caate, FCA. LOWEST RATES — FOR FULL DETAILS, 
d PHONE OR WRITE 
‘ Introduction to Punched Card 


1. Accounting 
E. R. Maynenrick, C.A. 


The Lawyer in Estate Planning Ss AETNA FACTORS 
R. pEW. MacKay, Q.C. RAIMI 
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NOTES AND 


The Institute’s Examinations 

A total of 2301 candidates sat for 
the 1960 uniform examinations of the 
Canadian Institute of Chartered Ac- 
countants held in September. There 
were 1110 candidates for the final, of 
whom 612 passed. The Governor- 
General's gold medal, the Edmond 
Gunn prize and the 
Founders’ prize were 
won by Michael A. 
Denega of Calgary. 
A consistent prize 
winner at university, 
he graduated from 
the University of 
Alberta in 1957 with 
a B.Com. degree and 
was awarded the T. 
Eaton Company gold medal and the 
Hudson’s Bay Company gold medal 
for the highest marks obtained in 
commerce. He articled with Clarkson, 
Gordon & Co. in Calgary where he is 
presently employed. 


The C.I.C.A. silver medal and the 
Edmond Gunn prize for the second 
highest candidate were won by 
Robert D. Brown of 
Toronto. He gradu- 
ated from the Uni- 
versity of Toronto in 
1956 with a B.Com. 
degree and continu- 
ed his studies at the 
University of Chi- 
cago where he grad- 
uated in 1957 with a 
Master of Commerce 
degree (Econom- 





Michael Denega 





R. D. Brown 


ics). He is employed in the Toronto 
office of Price Waterhouse & Co. 


COMMENTS 
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The Founders’ prize for the third 
highest candidate was awarded to 
Philip Friedman of 
Montreal who grad- 
uated in 1958 from 
McGill University 
with a B.Com. de- 
gree. He _ articled 
with Katz, Friedman 
& Co., Montreal. 

Fourth place hon- 
ours and the CICA 
Philip Friedman prize were won by 
Wilhelm K. Detlefsen of Calgary, who 
immigrated to Canada in 1955 from 
Denmark where he attended commer- 
cial college and the School of Business 
Administration and Economics in 
Copenhagen. He articled with Riddell, 
Stead, Graham & Hutchison and is 
currently employed in their Calgary 
office. 

In the intermediate examinations, 
there were 1191 candidates of whom 
574 passed. Honours were awarded 
to Jean-Pierre Gra- 
veline of Toronto 
who was born and 
educated in France 
and attended night 
school at Harbord | 
and Jarvis Collegiat 
Institutes in Toron- | 
to. He is employed 
in the Toronto office 
of Clarkson, Gordon W. K. Detlefsen 
& Co. He received the CICA silver 
medal, the Founders’ prize and the 
CICA prize. The Founders’ prize for 
the second highest candidate was won 
by Robert J. Dart of Toronto who 
graduated in 1959 with a Bachelor of 











a ee ee 


~~ 


~wewaSs SS 


|| THERES A| — 
BURROUGHS 
ADDING 
MACHINE 
TO, 
SUIT 
YOUR 
DEMANDS; 


~ 


Put your figuring worries on this shelf and 
leave them—in exchange for the quickness 
and capability of one of Burroughs many 
and varied adding machines! 


Take, for instance, the compact, colorful 
Burroughs Ten Key which figures so 
prominently in offices (and homes!) across 
the country. Your choice ranges from the 
low-priced $199 model to the de luxe 
10-column, 11-total capacity model with 
credit balance. Four warm colors widen 
your choice still further. 


Or maybe you’d prefer a full keyboard 
machine. It, too, is available in a choice of 
colors. The electric models have instant 
credit balance—and every model has the 





speed, simplicity and smooth action that 
characterize all Burroughs equipment. (If 
thrift heads your list of shopping princi- 
ples, Burroughs hand-operated model will 
deliver it in duplicate: low price tag plus 
full Burroughs quality.) 


Whatever your business, whatever its size, 
there’s a Burroughs adding machine built 
with you in mind. For details or a demon- 
stration, call our branch office. Or write 
Burroughs Adding Machine of Canada, 
Limited. Factory at Windsor, Ontario. 
Burroughs—TM 


Burroughs £3) 
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CANADIAN 
FACTORS 


OFFERS MORE THAN 
JUST FINANCING 


One of the chief functions of 
factoring is to provide ready cash 
against accounts receivable — to 
convert frozen assets into cash. 


In addition, though, Canadian 
Factors’ service also provides many 
plus benefits, of which one of the 
most important is this: 


A 100% guarantee against credit 
losses and collection problems. 


When a company factors with us, 
we buy his accounts receivable 
outright; we assume the credit risk 
and the collection worries. We 
guarantee payment 100%. 


Perhaps you have a client whose 
assets are tied up in accounts re- 
ceivable, whose growth is hampered 
through lack of liquid capital, and 
whose business might benefit from 
the special services of Canadian 
Factors. If you’d like more infor- 
mation for your own use, write to- 
day for our free booklet “Credit 
Protection and Receivables Finan- 
cing.” Reprints of the article “The 
Role of Factoring in Business” in 
a previous issue of this magazine 
are also available on request. 


uh, 


CANADIAN 
CORPORATION 
FACTORS 
LIMITED 


Serving Canadian Business 
Since 1931 


423 Mayor Street, Montreal 
Victor 9-8681 
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Commerce degree, first class honours, 
from the University of Toronto and is 
presently employed in the Toronto of- 
fice of Price Waterhouse & Co. 

Admission of the successful final 
candidates to the Canadian Institute 
brings the total membership to almost 
the 9800 mark. 


Brochure for Credit Grantors 


A brochure entitled “Audit Reports 
— Their Nature and Significance” has 
been prepared under the auspices of 
the Committee on Accounting and 
Auditing Research for distribution to 
bank managers and other credit grant- 
ors as well as to chartered account- 
ants. It is expected that this bro- 
chure will be published early in 1961. 


Ecole Marks 50th Year 


Some 1200 graduates attended the 
50th anniversary celebrations of Ecole 
des Hautes Etudes Commerciales in 
Montreal from October 23 to 27. With 
“Today’s Businessman” as its theme 
the convention featured addresses by 
Paul Emile Cardinal Leger, Arch- 
bishop of Montreal; Hon. Paul Gerin- 
Lajoie, Minister of Youth for the Prov- 
ince of Quebec; Pierre Schneiter, for- 
mer president of the French National 
Assembly and president of the alumni 
of Ecole des Hautes Etudes Commer- 
ciales de Paris; and Eric W. Kierans, 
president of the Montreal and Cana- 
dian Stock Exchanges. 

Founded in 1910 for the purpose of 
preparing young French Canadians 
for careers in business, the school be- 
came affiliated with the University of 
Montreal in 1915 and today has an 
enrolment of 500 regular students and 
1500 evening students. Over 400 of 
its graduates are chartered account- 
ants. 


C.1.C.A. Committees 
Nov. 17-18 — Taxation Committee 
met in Toronto with the Taxation Sec- 
Continued on page 482 





CONTROL 


AT DRUG TRADING 


Mr. D. W. MacLeod, Manager, Machine Operations, Drug Trading Company Limited 


THE SETTING: Drug Trading Com- 
pany supplies 1800 drugstores with 
a great variety of merchandise. 
Such a large stock carries prob- 
lems in processing orders and in- 
voices, controlling shipping and in- 
ventory. Another problem is get- 
ting pricing information to retail- 
ers as part of the shipment. 


THE SYSTEM: It is based, like many 
Order-Invoice systems, on auto- 
matic printing of data from 
punched cards. Its only manual 
steps are the selection of ‘header’ 
customer and item cards from tub 
files, and the addition of quantity 
information. From there on, elec- 
tric accounting machines do the 
work. They prepare invoices, ship- 
ping labels. bills of lading, deliv- 
ery recaps for the warehouse. 

A competitive advantage is the 
traveling invoice which is used in 
the picking process and is shipped 
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MOORE BUSINESS FORMS 
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‘SMoore forms make our 26,000 items easy to handle’’ 


with the consignment, showing 
‘suggested prices.’ The drugstore 
can price-mark and sell the prod- 
uct on arrival. Among manage- 
ment benefits are faster summaries 
and tight audit control thanks to 
hot spot carbon that copies through 
invoice totals on an audit trail. 

Specially designed Formaliner 
forms give the system its top speed 
and accuracy, at a significant sav- 
ing in dollar cost. They were de- 
signed by Moore to be the com- 
pany’s control in print. 


THE COUNSELOR: “The Moore 
man, with his knowledge of data 
handling and his company’s manu- 
facturing facilities, contributed the 
refinements that made our good 
system a brilliant one.” says D. W. 
MacLeod, Manager, Machine Oper- 
ations. For practical and construc- 
tive assistance of this kind. write 
or call the nearest Moore office. 


Moore Business Forms Ltd. - 856 St. James St. 
West, Montreal - 7 Goddard Ave., Toronto 15 
* 711 Erin St., Winnipeg + 296—12th Ave. 
East, Vancouver. Over 300 offices and factories 
throughout Canada, U. S., Mexico, Caribbean 
and Central America. 

Division of Moore Corporation, Limited 
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tion of the Canadian Bar Association 
to complete the joint brief on recom- 
mendations for amendments to the In- 
come Tax Act and Estate Tax Act. 

Nov. 17 — Committee on Long- 
Range Planning in Toronto. 

Nov. 22 — Sub-Committee on Ac- 
counting and Auditing Research in 
Toronto. 

Nov. 25 — Public Relations Commit- 
tee in Toronto. 


Accountants Day 

E. J. Benson, C.A. of Kingston, On- 
tario represented the Canadian ac- 
counting profession at this year’s an- 
nual Accountant’s Day held by the 
Netherlands Institute of Accountants 
on October 14. The Institute also 
welcomed representatives of account- 
ing organizations from Austria, Bel- 
gium, Denmark, Finland, France, Ger- 
many, Great Britain, Ireland, Italy, 
Norway, Switzerland and the United 
States. 

The chairman of the Institute, H. C. 
Treffers, discussed the problems re- 
lating to the program for the removal 
of restrictions on the “freedom of es- 
tablishment” that will be carried out 
within the framework of the European 
Economic Community. 


What Price Taxes? 

How much does it cost the average 
Canadian company to comply with the 
federal, provincial and municipal laws 
relating to taxation? The. Canadian 
Tax Foundation, in an effort to answer 
this question, has called for the coop- 
eration of its 800 corporate members 
by sending them a questionnaire. It 
asks two questions: How much does it 
cost to pay your own taxes, and how 
much does it cost to collect other 
people’s taxes as an agent of govern- 
ment? The companies will report 
their total tax paying and collecting 
costs as a percentage of their total net 
sales or operating expenses, and the 


results will be compiled and publish- 
ed. It is believed that this is the first 
survey of its kind to be undertaken 
in Canada. 


“Financial Reporting” 

Copies of the current edition of “Fi- 
nancial Reporting in Canada”, publish- 
ed at the end of 1959, are still avail- 
able to assist those engaged in the pre- 
paration of year-end financial state- 
ments. “Financial Reporting” analyzes 
the reporting practices of 300 Cana- 
dian companies for the years 1955 to 
1958 and shows the types of statements 
presented, form and terminology used, 
and accounting treatment given to the 
transactions recorded. It may be ob- 
tained from the Canadian Institute of 
Chartered Accountants, 69 Bloor St. 
E., Toronto at $4.00 to members, $5.00 
to others. 


Company Library Aid 

Special Libraries Association, 31 E. 
10th St., New York 3, N.Y., has just 
published a “Checklist for the Organi- 
zation, Operation and Evaluation of a 
Company Library”. The 64-page 
checklist provides a list of selected 
books and articles for reference on 
many problems confronting manage- 
ment, research, technical and adminis- 
trative personnel. Its price is $2.00 
a copy. 


Ralph Davies 

This journal has suffered a marked 
loss in the passing of Ralph Davies, 
president and director of Urwick, 
Currie Ltd. who died suddenly ‘n 
London, England at the age ot 46 
while on a business trip. Mr. Dav.es 
both contributed articles in his own 
name and worked with a small group 
of chartered accountants to arrange 
for the series of management articles 
which have appeared in The Cana- 
dian Chartered Accountant during the 
past two years. 


Continued on page 484 
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Blocks of Shares 


The term “blocks”, as customarily used in stock trans- 
actions, refers to substantial amounts of common or 
preferred stock, generally of 1,000 shares or more; or 
to shares in amounts, in terms of money value, that 
cannot always be readily bought or sold on the stock 
exchanges without undue disturbance to quoted values. 


Having specialized in the purchase and distribution 
of new equity issues and in dealing in equity blocks 
for over 50 years, this organization is equipped through 
its experience and connections here and abroad to 
find markets for such blocks. 


This service is available to and is constantly used by 
insurance companies, investment companies, banks, 
executors, private investors and other dealers. 


Your enquiries are invited 


Greenshields & Co Ine 


507 Place d’Armes, Montreal 


MONTREAL TORONTO NEW YORK QUEBEC 
OTTAWA WINNIPEG SHERBROOKE LONDON 
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Our sympathy is extended to his 
wife and four children. 


Internal Auditing Course 


An advanced course in internal au- 
diting will be offered by the Toronto 
Chapter of the Institute of Internal 
Auditors through the University of 
Toronto Extension on Tuesday even- 
ings from January 10 to March 14. 
Lectures will be given on cash, credit 
and receivables, capital expenditures, 
procurement, traffic and marketing, 
branch office and factory credits, 
fraud, audit approach to machinery 
accounting, reporting and manage- 
ment action, as well as on the organi- 
zation and techniques of internal au- 
diting. Fee for the course is $15 and 
registration forms may be obtained 
from the Extension Department of the 
University of Toronto. 


AICPA Research Projects 


The American Institute of Certified 
Public Accountants has announced 
two additional research projects “Ac- 
counting for the Costs of Pension 
Plans” and “Cash Flow Statements 
and Analysis”. The former will ex- 
plore the subject of pension funds 
more thoroughly than in the past and 
include a review of existing bulletins. 
The study may be expanded to in- 
clude other post-employment or re- 
tirement compensation arrangements. 

Research on “Cash Flow Statements 
and Analysis” will be focussed upon 
the information provided for stock- 
holders, investors and others interest- 
ed in the annual reports of corpora- 
tions and other business enterprises. 

The American Institute’s announce- 
ment points out that for many years 
the literature of accounting has in- 
cluded the preparation of financial 
statements under the title of “state- 
ment of source and application of 


funds” or some similar characteriza- 
tion. The study will include a survey 
of practice in the use of such state- 
ments, a critique of the form of pre- 
sentation and a consideration of the 
function of this type of financial ex- 
hibit. More recently, says the Insti- 
tute, financial analysts and others have 
experimented with revised earnings 
figures to put them on a “cash flow” 
basis. The present study will explore 
the possibility of making adjustments 
of this sort as well as pointing out 
any dangers in the misuse of such 
data. 


Correspondence relating to the 
studies should be addressed to Mr. 
Maurice Moonitz, Director of Ac- 
counting Research, American Institute 
of Certified Public Accountants, 270 
Madison Avenue, New York 16, N.Y. 


In the News 


J. E. Luoyp, C.A. (N.S.) has been 
elected Mayor of Halifax, N.S. 


E. M. Briccs, C.A. (Que.), has 
been elected Mayor of the Town of 
Beaconsfield, Que. 


Seasons Greetings 


We extend to all our readers best 
wishes for a Merry Christmas and a 
happy New Year. 


CURRENCY EXCHANGE RATES 


The follc ~ing nominal rates of exchange 
are suppliea by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., Oct. 31, 1960: 

Australia (pound) 2.21%; Belgium (franc) 
01975; Denmark (kroner) .1465; France 
(franc) .1995; Germany (d. mark) .2350; 
India (rupee) .2073; Italy (lira) .00159: 
Mexico (peso) .0783; Netherlands (guilder) 
.2598; New Zealand (pound) 2.75%; Nor- 
way (kroner) .1375; Sweden (kronor) .1900; 
Switzerland (franc) .2276; Union of South 
Africa (pound) 2.76; sterling in Canada, 
2.74%-2.75%; sterling in New York, 2.81%- 
2.81%; U.S. dollars in Canada, 2%-2X. 


484 











ee 





... to get your free 
Ye Fm ela 


F cb . 
Handsome a Collector's find! 
and useful! Unique 
A “‘where-can- x . ef and beautiful 


|-get-one like-it” %4 NN / table or 
conversation piece XN - desk ornament 
for your office desk. : for home. 






Put it on the paperwork that a 
MARCHANT can help you breeze through! 


MARCHAN 


,AFTAaRe ~~ 
A i "4 € i TL > 


inte VLA LAO 


TEAR HERE—FILL OUT OTHER SIDE 





"$$ uDDUNG 97 


‘QL1 SUOLVINOTWS INVHOUW 


AG GIVd 38 TIM JOVLSOd ¢ 


r 
j 
é 
; 
; 
, 
S yy # 


@e 





Peccceces 
cee E TY 


Increase output, prevent costly errors 
with the world’s fastest desk calculator! 


See the remarkable new Marchant Deci« Magic with fully 
automatic decimal setting and straight-line dial proof of 
all entries and answers. Can save you time, mistakes and 
money on all the figuring you do—or wish you could do 


on the machine you now have. 


_ | WANT ONE! 


Please instruct the nearby Marchant 
office to deliver my free Canadian 
Silver-Dollar Paperweight when it is 
convenient for me to try a Marchant 
calculator on my own figurework, 
without obligation. 


NF 


MY NAME ~—_ (Please Print) 
TITLE = 

COMPANY 

ADDRESS 


ae ZONE PROVINCE 


TYPE OF BUSINESS s—“‘“‘—;~;sis™;:Cq ys 
Request honoured only when complete information, including title, 
filled in. Limited stock — offer subject to supply on hand. 





this silver-dollar 
paperweight FREE 


...and see how 


a Marchant can 


cut your figuring 
time 25% 
or more! 


iy 
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; Genuine Silver Dollar 
y¥ incrystal-clear Lucite —exactly 
¥ as shown, with no advertising 


World’s fastest desk calculator 
speeds any kind of figurework 

You can profit by using a Marchant 
figuring machine that spins out 
answers at twice the highest speed of 
any other calculator. 


The fully automatic Marchant transflo, 
illustrated, also has an exclusive transfer 
key that eliminates many hand operations 
from chain figuring, such as invoice 
multiplications followed by discounts and 
taxes. This feature alone can cut your 
figuring time 25% or more! 


Try a Marchant and see! 

We'll give you a beautiful and unusual 
Silver-Dollar Paperweight just for 
seeing how a fast-stepping Marchant 
calculator can save you time and money 
by slashing costly overhead. 

There’s a Marchant model specially 
designed for your kinds of figuring, and 
it’s easy to own on your choice of 

a variety of time-payment and leasing 
plans. Generous trade-ins, too. 


MARCHANT 
CALCULATORS, LTD. 


TORONTO 2-B, ONT. 


Fine calculators and adding machines 
of advanced design 


DON'T MISS OUT ON 

THIS UNUSUAL OFFER! 
Receive a gleaming, genuine Canadian 
Silver-Dollar encased in a handsome 
block of jewel-clear Lucite—not a 
word of advertising on it. Makes 

a distinctive conversation piece 

for your desk or home. 

TO RECEIVE YOUR PAPERWEIGHT, 

FILL OUT POSTAGE-FREF CARD AND 
MAIL ToDay! 





Make RECORD REFERENCE as fast and easy 
as machine output 


Flexible Nylon Post 


BINDERS 


for Marginal Punched Sheets 


LOAD EASIER—No rigid posts. 
Just bend the flexible nylon 
post and thread through punch- 
ing. 

READ EASIER — Sheets open 
flat. Read everything including data in centre fold. 


STACK AND RACK—Posts and locking mechanism 
are flush with cover. Stack level or slide easily on 
and off shelves. 


COM PLETE : SUPPLEMENTARY SUPPLIES G ant) Si he 


= OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 


FOR UNBURST 
SHEETS 


Desks, chairs, stcrage and file cabinets, ruled 
pads, essential stationery sundries. : 33 Green Belt Dr., Don Mills, Toronto 
For illustrated literature or demonstration call Hickory 4-6671 


FINANCIAL REPORTING IN CANADA 
3rd edition, 1959 


This book provides most useful background material for those concerned 
with the preparation of year-end financial statements. Tables and accom- 
panying statements analyze the reports of over 300 Canadian companies 
for a 4-year period to show the trends in current financial reporting. 119 


pages. 


$4.00 to members Please send me copies of ‘’Financial 
Reporting in Canada” (1959, 3rd ed.). 
$5.00 to others 
Enclosed is $ 


Note: All orders of 
less than $5.00 should 


be accompanied by THE CANADIAN INSTITUTE OF 
remittance. CHARTERED ACCOUNTANTS 


69 Bloor Street East, Toronto 5, Ontario. 





Automatic Punched Paper Automatic Punched 
Tope Recording Cord Preparation 


SIMPLIFIES DATA PROCESSING 


PROVIDES: 
Current—immediately accessible—Hard-copy records. 
Prompt flash reports. 
Proven data processing controls. 
Proven automation media—cards or tape. 
Uniform flow of data. 


A direct tie-in between the original entry and all sub- 
sequent data processing. 


Accountants everywhere agree: National’s abil- 

ity to provide original entry, hard-copy account- Nattornal 
ing and versatile data capturing facilities, offers [gee aeeeare 
exciting accounting economies. And National A ee 
Machines installed today can become part of RG 
your client’s Integrated Data Processing System OF CANADA UMITED 


HEAD OFFICE: TORONTO 
of tomorrow. SALES OFFICES IN PRINCIPAL CITIES 





McDONALD’S CURRENT TAXATION 


Reports of income tax cases with notes of judgments and decisions 
and a commentary prepared by J. G. McDonald, author of CANADIAN 
INCOME TAX from advance reports of the Supreme Court of Canada, Tax 
Appeal Board and Exchequer Court. Published every Tuesday and sent out 
by first class mail the same day. This is faster reporting than any other 
publication on the subject. 


The subscription rate for 1961 is $22.50 ($15.50 to subscribers to 
CANADIAN INCOME TAX). Everyone ordering now will receive free of 
charge the issues until the end of 1960. 


Specimen copies and further particulars available from: 


1367 Danforth Avenue, Toronto 6, Ontario. 
UTTERWORTH & CO. (CANADA) LIMITED 
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Editorial 


THE IMPORTANCE OF THE AUDIT 


IN MANY QUARTERS the audit*: » probably still thought of as the watch 
dog over the assets of a business, guarding the owners against fraud 
and embezzlement. Certainly in the early years of the profession 
this was one of his main functions. But with the development of a 
body of trained accountants available to both large and small busi- 
nesses and the change from owner-management to a_ professional 
management group, the emphasis of the audit has shifted to reporting 
on the fairness or otherwise of the information presented in financial 
statements. 

Even in the very small concerns the emphasis in most audits has 
moved from the detection of fraud to assisting the owner-manager 
to maintain his own control. More attention is paid to studying 
internal control, limited as it may be, and pointing out areas which 
should be supervised more closely. As for statements for this type of 
business, the owner-manager is interested primarily in having the 
auditor check the work of his bookkeeper and provide a statement at 
as low a cost as possible. With his intimate knowledge of the busi- 
ness the owner-manager is unlikely to attach much importance to con- 
firming accounts receivable or valuing inventories and is inclined to 
acquiesce in such audit procedures only if required for credit 
purposes. 

In the case of larger organizations the audit probably conveys 
the feeling to most shareholders that they can rely on the figures in 
the statement being “correct”, using the term in a broad sense. They 
are not likely to be interested in the fine points of valuing inventories 
nor allocating income items between one fiscal period or the next; 
neither are they likely to bestow more than a passing glance at the 
auditor's report. The Canadian Institute of Chartered Accountants 
made a survey of financial statements published by some 300 com- 
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panies and found that about 5% of the auditors’ reports were qualified 
and another 23% were expanded with comments or explanations that 
might or might not have been intended as qualifications. It is interest- 
ing to speculate on what effect these had on the shareholders. Never- 
theless, the mere requirement that the accounts must be audited is 
some assurance that management has been under pressure to supply 
statements that fairly present the position of the company and the 
results of its operations. What shareholders may not realize any too 
clearly is that this and the expression of opinion are about as far as 
the auditor can go. Certainly he cannot assure the investor that the 
company will be profitable nor that its funds were wisely spent during 
the year under review. It is up to the shareholder to draw his own 
conclusions from the financial statements presented to him. 

While many shareholders and owners of businesses may have a 
limited understanding of the meaning or content of the items appear- 
ing on financial statements, grantors of credit are usually well- 
informed. In the course of their work they have learned to analyze 
financial statements and have come to appreciate some of the 
limitations faced by management and the auditor in expressing values 
and determining net income. To them the audit is of prime import- 
ance not only in providing reliable financial statements but also in 
giving some assurance that their customers are in a position to know 
where they are going in terms of dollars. The credit grantor relies 
on the audit to ensure that the captions will mean what they say in 
accordance with recognized accounting terminology. Furthermore, 
he has come to expect that the auditor, as a professional man, has had 
the work done by competent staff, properly supervised and that he 
has brought to bear trained and experienced judgment in deciding 
upon the extent of his audit. 

As a professional man the auditor is aware of his responsibilities 
to the public and is steadily seeking to improve the standards of re- 
porting and the efficiency of his auditing procedures. Formal state- 
ments issued by the various professional bodies over the years reflect 
both the need for improvement and the need for obtaining the co- 
operation of all members of the profession in putting them into prac- 
tice. 

By and large the increasing use made of audit reports by bankers 
and other grantors of credit together with the widespread distribution 
of published annual statements is leading to a better understanding of 
the auditor’s work and of his reporting standards. 





Management’s Place in 
Profit Participation 


BERNARD H. LLOYD 


AN INCREASING NUMBER Of companies 
are favouring the policy of making 
awards to members of management in 
addition to their salaries. Whether or 
not the objective is readily apparent 
in profit sharing or bonus plans, the 
intended motive is profit improve- 
ment. There is much evidence to sup- 
port the contention that distributing 
a portion of the profits to selected 
members of management has created 
and preserved in them an additional 
awareness of profit. 


Justification of Incentive 


Some companies can successfully 
argue that a bonus system would not 
likely materially affect their profits 
because of the nature of their busi- 
ness, which might be greatly in- 
fluenced by outside economic condi- 
tions. In addition, one might find that 
the above-average performance of one 
or two individuals alone would not 
ordinarily have a significant effect on 
profits because profits are so heavily 
correlated with the efforts of all mem- 
ber; of the management team. Some 
companies have failed to realize the 
benefits of a profit-sharing plan, how- 
ever, because it has been ill-conceived 
or improperly managed. 

A bonus plan must have an objec- 
tive, a detailed plan for obtaining 


that objective and a well-managed ad- 
ministration for carrying out the plan. 
As much attention, if not more, must 
be given to a bonus plan in the con- 
ceptual stage as that given to a pro- 
ject for considering the mechanization 
of the data processing system within 
the company. The consequences of a 
poorly conceived bonus plan are likely 
to be drastic. The employee will not 
favour a great deal of experimenta- 
tion with his remuneration, nor is he 
likely to hold the company in greater 
regard should it improvise a plan 
that is eventually to be withdrawn. 
Therefore, any research that is carried 
out must be done prior to the installa- 
tion of the system. 


Although the impact on company 
profits of extra compensation to man- 
agement personnel in positions of 
profit responsibility can be dramatic, 
the policy committee should be wary 
of adopting any principle in the guise 
of a fetish if the objective is to im- 
prove company profits. Then the 
questions must be answered as to who 
can improve company profits, to what 
extent can profits be affected by these 
individuals, and how much of an 
award will likely be necessary to pro- 
vide the necessary stimulus. 


Profit-sharing plans cannot be re- 
garded in the same light as the con- 
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ventional fringe benefits, such as pen- 
sion, hospitalization and life insur- 
ance plans. Employees or prospective 
employees have come to regard such 
benefits as accepted practice, and 
companies are expected to adopt 
these schemes as a matter of course. 
The company may be misled into 
thinking that it must have a manage- 
ment profit-sharing plan as an attrac- 
tion to entice the calibre of individual 
it may wish to have in its manage- 
ment group. There is very little evi- 
dence to support this reasoning as a 
basis for substantiating a bonus plan. 
If the nature of the company’s busi- 
ness is such that profits can be ma- 
terially affected by the performance 
of managers, then it follows that the 
company will wish to attract a man- 
ager who will respond to an addition- 
al monetary incentive. Therefore, in 
the preliminary stages of considering 
a bonus plan, the company must first 
assure itself that profits can be ma- 
terially affected by the performance 
of the individual manager and that 
the manager has qualities capable of 
fostering a response to the monetary 
incentive. 

This interpretation assumes that the 
distribution of compensation, in addi- 
tion to salary, is for the purpose of 
inciting management to effort over the 
normal requirements, which will re- 
sult in improvement in company pro- 
fits. There are other reasons for 
adopting a profit-sharing system. For 
example, economic factors not under 
the control of the company sometimes 
have a much greater effect on com- 
pany profits than factors under the 
control of management. In businesses 
such as this, it is not uncommon for 
managers to be paid a base salary 
plus an additional amount of com- 
pensation at the end of the season 
when company profits have been de- 
termined. To some extent, managers 
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who find themselves working for com- 
panies in this position are gambling 
with the unknown, but on the whole, 
over the years, experience has taught 
them that they can afford a certain 
measurable standard of living. One 
cannot assume, therefore, that all 
profit-sharing plans have been devised 
to spur management to greater effort, 
but regardless of the intent, the profit- 
sharing plan may not have the de- 
sired effect unless the factors affecting 
profits have been carefully studied 
first. 


Effect of Salary Level 

Incentive bonus plans have failed 
for reasons other than lack of pre- 
liminary research; for example, an in- 
equitable salary structure may be the 
cause. If the salaries of managers in 
positions of profit responsibility are 
not commensurate with salaries for 
similar positions in other companies, 
or if salary variances among positions 
of the same general level of manage- 
ment within the company are signif- 
icant, one can expect that the 
incentive plan will be adversely 
affected. There is a tendency for a 
manager to measure the bonus 
amount in terms of his salary level. 
Specialists in the field of salary ad- 
ministration maintain that bonuses 
amounting to less than 20% of salaries 
are not likely to inspire greater than 
normal performance. Therefore, if 
the incentive feature is to be an im- 
portant element of the bonus plan, 
bonus awards should not be made 
without giving due consideration to 
the salary level. If the salary hap- 
pens to be higher than the going 
rate, a fair distribution of the profits 
may be insufficient to produce the de- 
sired effect. On the other hand, if 
the salary is too low, the recipient 
may feel that the bonus is only com- 
pensating him for a normal perform- 
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ance and the incentive effect will have 
been reduced accordingly. Whether 
or not the company believes that there 
should be any relationship between 
the bonus and salary, it is understand- 
able that the recipient of the bonus 
will weigh the amount of it against 
his salary. 


Profit Responsibility 


Some companies, as profit produc- 
ing entities, are divisible into integral 
units, which may be considered as 
centres of profit responsibility under 
the direction of a manager. If these 
units are indefinable, or if there is a 
considerable amount of overlapping 
of responsibility among the managers, 
it is difficult to relate tangible mea- 
sures of profit performance to the 
efforts of individual managers. The 
responsibility for profits in such cases 
reverts to a team rather than to the 
individual, and it is therefore logical 
to distribute profits on a team basis. 
Identifying centres of profit responsi- 
bility and the manner in which this 
responsibility is divided among the 
members of the management team is 
a matter that must be fully clarified 
before the profit-sharing plan is de- 
signed. 


The grounds for adopting a discre- 
tionary type of plan are extremely 
weak when the individual’s scope of 
profit responsibility is hazy. Although 
the team approach may be a practical 
alternative, it lacks the impact of 
stimulating individual effort, since 
weak members of the team share on 
a commensurate basis with strong 
members. The success of a discre- 
tionary incentive plan depends to a 
large extent on intelligent administra- 
tion of the plan. One can envisage 
the detrimental consequences of 
bonus distribution based on the re- 
commendations of an incompetent 
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manager charged with the responsi- 
bility of reviewing the performance 
of his subordinates. Rating the per- 
formance of an individual objectively 
is a task for an experienced and a 
sophisticated administrator. To what 
extent any person can objectively rate 
the performance of his subordinates 
without personal bias is a controversi- 
al point among specialists in the field. 
In fact, some companies consider 
lack of objectivity to be one of the 
great criticisms of the discretionary 


type of plan. 


It follows that a company may 
have very sound reasons for wishing 
to introduce a non-discretionary type 
of profit-sharing plan. This is essen- 
tially a plan through which awards 
to participants are determined by 
formula and rules that are pre-set 
for the bonus period. Although this 
imposed rigidity is not without its 
drawbacks, it at least permits the 
participant to anticipate the amount 
of his award for various levels of fore- 
cast company profits. 


If profit performance can be ma- 
terially enhanced by the extraordin- 
ary efforts of management, the com- 
pany might be well-advised to con- 
sider an appropriate incentive bonus 
plan for members of management 
in positions of profit responsibility. 
Whether or not the plan is of the 
discretionary or the non-discretionary 
type, the company’s responsibility to 
the shareholders must first be taken 
into account. How well the share- 
holders are to be treated is theoret- 
ically a matter for the shareholders, 
themselves, to decide. However, since 
the responsibility for profit normally 
rests with the directors and the man- 


‘agement of the company, seldom will 


the shareholders be asked to approve 
the policy of introducing an incentive 
bonus system. If the shareholder 








494 


fully understands the nature of the 
business in which he has invested, it 
is unlikely that it would be wise for 
him to object to the company’s de- 
cision to embark on any scheme which 
is intended to improve the company’s 
profit performance, particularly if it 
appears that this can be done by 
tapping the latent energy of manage- 
ment. This decision must be made 
by those charged with the responsi- 
bility of directing the affairs of the 
company. It is to be assumed, there- 
fore, if the shareholders have con- 
fidence in their directors, that they 
will be fairly rewarded for their in- 
vestment. 


The portion of the profits to be dis- 
tributed to the shareholders at various 
levels of company earnings must be 
decided first before determining that 
portion of the profits to be distributed 
to management in the form of addi- 


tional compensation. If company 
earnings are at a relatively low level, 
a decision to sacrifice even a small 
percentage of the regular dividend is 
precarious and must be well-founded 
to maintain favourable relations with 
the shareholders. Relatively high com- 
pany earnings, perhaps resulting in 
large undistributed earnings, on the 
other hand, may constitute a situation 
unfavourable to the adoption of an 
incentive plan unless an additional 
percentage of the profits is distributed 
to the shareholders. A marginal com- 
pany position, where the company is 
barely able to meet the dividend and 
where improved profit performance 
through extra efforts appears to be 
attainable, would likely constitute a 
more desirable situation for the 
adoption of a management incentive 
plan. At this level both manage- 
ment and the shareholders may have 
the opportunity of improving their 
positions. 
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Distribution of Bonus 

In larger industrial companies hav- 
ing several product divisions and 
plants, management may be divided 
into several categories for the purpose 
of distributing bonus awards. For 
example, three categories might be a 
logical division comprising manage- 
ment at the corporate level, division 
and plant levels. The three groups 
would be considered as centres of 
primary profit responsibility. The 
identification of the management posi- 
tions that should form part of the 
plan is a consideration that should be 
made independently of the corporate 
bonus fund. In the first instance posi- 
tions should not be eliminated be- 
cause it might appear that there 
would be an_ insufficient bonus 
amount to distribute, or that the 
amount would be insufficient to main- 
tain the incentive characteristic. A 
complete listing of the positions of 
profit responsibility at the manage- 
ment level is advisable, although in 
the early years of application it may 
be necessary to limit the number of 
participants to prevent dilution of the 
incentive effect. In addition, the 
salary structure in the company must 
be sound and subject to intelligent 
administration. The company would 
then be in a position to determine the 
aggregate salaries of potential par- 
ticipants from which an objective cor- 
porate bonus figure could be com- 
puted. For example, it might be de- 
cided that on the average for the com- 
pany at least 20% of salaries should be 
paid in bonus awards, if the incentive 
feature of the plan is to be effective. 


Bonus Amount 

Having established this objective 
corporate bonus figure, the company 
must then be prepared to divert the 
necessary funds into the bonus ac- 
count to meet this objective. At this 





1960 


1av- 
and 
ded 
ose 
For 
ea 
ge- 
ion 
ups 

of 
‘he 
)si- 
the 


ate 
si- 
e- 
re 
us 
he 


in- 


e- 


~~ ee we 


ERENCE 


MANAGEMENT'S PLACE IN PROFIT PARTICIPATION 495 


point in the development of the plan, 
the company has established the level 
of earnings that would be necessary to 
meet the dividend commitment and to 
provide the basic corporate bonus 
amount. This is a vital stage in the 
development of the program, and it 
forms the broad base from which the 
details of bonus distribution are to be 
launched. Corporate earnings in ex- 
cess of those required to meet these 
basic commitments would presum- 
ably lead to the payment of corres- 
pondingly higher bonuses. The scale 
of bonus payments as corporate earn- 
ings increase may be subject to some 
conjecture, but it is not unusual to 
find that the corporate bonus, as a 
percent of pre-tax company earnings, 
remains virtually constant in many 
plans now in force over the range of 
future anticipated corporate earnings. 


In devising the relative scale of cor- 
porate bonus amounts, it should be 
kept in mind that salaries are more 
likely to increase rather than decrease 
in the future and that this phenom- 
enon may bear no relation to the 
corporate earnings. For this reason, at 
this point in the development cf the 
program, the company should ex- 
amine the effect on the plan of in- 
creased salary levels keeping in mind 
that the corporate bonus as a percent 
of salaries should not fall below the 
established constant. If the plan is 
examined over the full range of antici- 
pated corporate earnings, it is unlike- 
ly that it will be necessary to place 
an upper limit on the corporate bonus 
amount, since the relationship be- 
tween corporate earnings, bonus, 
salaries, dividends and undistributed 
earnings will have a tendency to re- 
main in balance. 

The division of the corporate bonus 


among the centres of primary profit 
responsibility is largely a matter of 


judgment; for example, there might 
be primary categories, namely, cor- 
porate, division and plant levels of 
responsibility in descending order. 
Normally, salaries would be greater at 
the corporate level than at the di- 
vision level, reflecting relative degrees 
of responsibility, assuming that the 
corporate bonus should be allocated 
among the three primary categories 
in terms of responsibility levels. A 
plant supervisor would not likely re- 
ceive a bonus amount, as a percent- 
age of his salary, which is greater 
than the corresponding percentage for 
a vice-president. The problem of 
allocating the corporate bonus among 
primary profit centres is not too dif- 
ficult a task. One must assume, of 
course, once again, that the salaries 
are equitable. 


Competition for Bonus _ 

To some extent, the element of in- 
centive is engendered by competition 
among like groups. For example, a 
manufacturing company may be di- 
vided into five product divisions, each 
being self-contained except for the 
necessary coordination at the corpo- 
rate level. It is not unreasonable to 
expect the divisions to compete for 
their share of the divisional bonus 
allotment providing that the princi- 
ples upon which the competition is 
based are well-founded. For example, 
it is quite common to consider return 
on investment and earnings perform- 
ance as factors to be contained in a 
formula for allocating the divisional 
bonus among the various divisions. 
On this basis, each division is expect- 
ed to contribute to the corporate di- 
vidend an amount commensurate with 
its relative net worth before being 
awarded any share of the bonus. 
Performance might be gauged, for 
example, by comparing current earn- 
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ings to earnings averaged over a peri- 
od constituting a natural business 
cycle. On the surface, there may 
appear to be shortcomings to a com- 
petitive system based on these factors. 
However, if the divisions are permit- 
ted to exercise reasonable autonomy, 
the return on investment and perform- 
ance factors should not cause any one 
division to tend towards a dispropor- 
tionate share of the bonus. 

The decision to introduce a profit- 
sharing plan for members of manage- 
ment is worthy of intensive considera- 
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tion. A single carefully conceived 
plan will not produce the same effect 
in two companies, however similar 
they may be. Experience has shown 
that a carefully designed profit-shar- 
ing system for one company failed in 
other companies because of a lack of 
congruency of the companies them- 
selves. It is of the utmost importance 
to be unbiased throughout the con- 
ceptual, development and implemen- 
tation stages, if the plan is to achieve 
its objective which, in the long run, 
must be that of profit improvement. 


Walter J. Macdonald Memorial Award 


An announcement appeared last month in connection 
with the Walter J. Macdonald Memorial Award to be given 
annually for the best article written by a member of the 
Canadian Institute of Chartered Accountants and pub- 
lished in The Canadian Chartered Accountant during the 
year. The award, judged by a panel of three to be ap- 
pointed annually by the president of the Canadian Insti- 
tute of Chartered Accountants, carries an honorarium of 
$500 together with a tangible token. 

For the year 1961-1962 articles published from August 
1961 to June 1962 inclusive will be eligible. In subsequent 
years the award will cover the period from July to June. 
The judges will use the same criteria that the Editorial 
Board employs in selecting manuscripts for publication: 
(1) interest to chartered accountants, (2) contribution to 
knowledge and (3) clarity of style. If, in the majority 
opinion of the judges, no entry in any year is considered 
worthy of the award, an honorarium will not be made for 
that year. 

The offer of the award was made last September at 
the 58th annual conference of the Canadian Institute of 
Chartered Accountants by Deloitte, Plender, Haskins & 
Sells in memory of the late Walter J. Macdonald, F.C.A., 
senior partner of the firm, and was accepted at that time 
by the Executive and Council of the Institute. 
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Foreign Aspects in Estate Planning 


DONALD J. CAMPBELL, C.A. 


SINCE THE FEDERAL estate tax in Can- 
ada is based primarily on the domicile 
of the decedent, it may be appropri- 
ate to consider the foreign aspects in 
estate planning from the point of 
view of (1) persons domiciled in Can- 
ada but having assets situated abroad, 
and (2) persons domiciled abroad but 
having assets situated in Canada. 

In the case of the United States, 
however, federal estate taxes are 
based primarily on citizenship. It is, 
therefore, necessary to consider also 
the position of (1) United States citi- 
zens domiciled in Canada, and (2) 
United States citizens domiciled out- 
side of Canada but having assets sit- 
uated in Canada. 


The subject of this paper will be 


example, the provincial taxes are 
based on the amount of each bequest 
and the relationship of the beneficiary 
to the testator as well as on the size 
of the estate, whereas the federal es- 
tate tax is based solely on the size 
of the estate. Also, the rules of situs 
of property for provincial purposes in 
some cases differ from the federal 
rules. Accordingly, a person domicil- 
ed in Ontario or Quebec, or having 
assets situated in those provinces, 
would have to take into account the 
question of provincial succession du- 
ties when planning his estate. 
Because of our proximity to the 
United States, most of our foreign tax 
problems relate to that country, and 
some reference will be made to the 


considered primarily from the point,,.United States federal tax provisions. 


of view of Canadian federal estate 
taxes, and no attempt will be made to 
deal with the subject in relation to 
provincial succession duties in Can- 
ada. Two provinces in Canada, name- 
ly Ontario and Quebec, now levy their 
own succession duties, and, generally 
speaking, the federal government al- 
lows a credit of 50% of the federal 
tax on property subject to tax in 
these two provinces. It should be 
noted, however, that the provincial 
succession duties differ in many re- 
spects from the federal estate tax. For 


A brief reference will also be made 
to United Kingdom tax provisions. In 
dealing with United States tax prob- 
lems, however, only federal estate 
taxes will be taken into account since 
it would be impracticable to attempt, 
in the space of this article, to deal 
with the numerous state taxes. It 
would be essential, of course, for a 


. person domiciled or having assets sit- 


uated in a particular state to consider 
the estate taxes or succession duties of 
that state when arranging his financial 
affairs. 
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Within one country there is usual- 
ly some measure of coordination of 
the estate tax and succession duties 
laws of the constituent jurisdictions, 
due perhaps to a similar background 
in customs and law and the necessity 
of dealing from day to day with com- 
mon problems. Where an estate is 
liable to tax in more than one coun- 
try, however, the administrator may 
face legislation which differs material- 
ly in the various countries and may 
lead to serious double taxation. In 
some cases a measure of relief is ob- 
tained from the operation of interna- 
tional tax agreements relating to death 
duties, etc., but Canada has entered 
into such agreements with only a few 
countries. Although the agreements 


in effect deal with some of the major 
difficulties, they do not eliminate all 
of the difficulties arising from con- 
flicting legislation. 

The methods used today to plan or 


conserve an estate differ with the laws 
of each country. Plans which might 
be suitable to a U.S. citizen living in 
that country might be unsuitable if 
that individual were to become do- 
miciled in Canada. A difficult prob- 
lem may arise where a citizen of a 
foreign country becomes domiciled in 
Canada and later returns to the for- 
eign country. If he knew in advance 
that he would return to the country 
of which he is a citizen, it might be 
possible to plan his estate to meet the 
requirements of the legislation of that 
country. This, however, is not pos- 
sible because his plans may change 
or he may die before being able to 
carry them out. Accordingly, he must 
arrange his affairs to protect his es- 
tate in the light of the current situa- 
tion but bearing in mind the possi- 
bility of a change in the future, and 
review and revise his arrangements if 
he later changes his status. 

Where an estate comes under re- 
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view by more than one taxing juris- 
diction, some of the many problems 
arising are the subject of serious con- 
flict. Major differences can occur 
where the bases for the taxes differ, 
as, for example, where one country 
bases its tax on domicile and another 
on citizenship, or where one country 
levies an estate tax and another levies 
a succession duty. Further problems 
may be due to differences in the rules 
of situs of property and in methods of 
valuing property. 

Provisions for foreign tax credits 
and international agreements relating 
to estate taxes and succession duties 
may alleviate to some extent the 
double taxation of estates, but many 
problems remain. Some consideration 
should also be given to the important 
matter of minimizing estate adminis- 
tration costs which can at times be 
almost as important an item as the 
tax to be paid on a particular estate. 


The estate planner cannot always 
foresee or know what the ultimate 
domicile or citizenship of the indi- 
vidual may be. Therefore, he must 
set into operation plans which will 
help conserve the estate pending more 
information about the plans of the in- 
dividual concerned. These might in- 
clude: 


1. Reducing the number of jurisdic- 
tions under which the estate will 
fall, by the disposal of assets lo- 
cated in certain jurisdictions 
wherever this is possible. 


2. Building up the estate in the coun- 
try of domicile with a view to 
minimizing possible taxes else- 
where. 


3. Spreading the estate among the 
beneficiaries during the owner’s 
lifetime to reduce the amount of 
the estate subject to estate taxes 
upon his death. 
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In some cases, United States citi- 
zens who are resident in Canada have 
found it necessary to make a volun- 
tary change of citizenship in order to 
achieve better estate planning and to 
avoid the imposition of U.S. capital 
gains taxation. Where this is done, 
it is desirable to complete the change 
of citizenship before disposing of 
capital assets if a gain is expected so 
that capital gains tax may be avoided. 


U.K. Estate Taxes 

Although this article will be con- 
cerned to a large extent with the 
problems of the U.S. citizen domiciled 
or resident in Canada, consideration 
should be given to some of the broad 
taxing concepts of the British and 
other sterling area countries. 

If the deceased was domiciled in 
Canada, estate tax would be payable 
to the United Kingdom on any prop- 
erty, real or personal, which was lo- 
cated in the United Kingdom. Prop- 
erty of the estate, including real prop- 
erty situated in the United Kingdom, 
would also be subject to Canadian 
estate tax, but a credit would be 
granted in respect of the U.K. tax 
thereon. 

If the deceased was domiciled in 
the United Kingdom, real property lo- 
cated in Canada would not be subject 
to U.K. estate tax. Personal proper- 
ty located in Canada would, how- 
ever, be subject to tax in the United 
Kingdom unless its devolution was 
governed by Canadian law, as in the 
case of a trust created under a Can- 
adian will. 


Domicile of the Decedent 

One of the first matters that should 
be considered by the citizen of an- 
other country residing in Canada is 
the establishment of his domicile, 
since under Canadian law the basis 
for levying estate taxes is domicile. 
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The domicile of a person at time of 
death is of importance for the follow- 
ing reasons: 

1. In the case of a decedent domi- 
ciled in Canada, Canadian tax is 
levied on the entire estate includ- 
ing real estate outside of Canada. 


. In the case of a decedent domi- 
ciled outside of Canada, Canadian 
tax is levied on the property situ- 
ated in Canada, as before, but at 
a flat rate of 15% rather than at 
graduated rates. 


The domicile of a person is in gen- 
eral considered to be his permanent 
home or that place or country in 
which he resides with the intention of 
remaining permanently, or that coun- 
try with regard to which he retains 
his intention of returning although no 
longer resident therein. It should be 
noted, therefore, that the term “do- 
micile” is not synonymous with resi- 
dence. Every person has, at any giv- 
en time in his life, one domicile and 
one domicile only. The country in 
which a person is born is considered 
the “domicile of origin” and continues 
to be his domicile as long as he has 
not established a “domicile of choice”. 
The mere fact that a person resides in 
a country for a prolonged period of 
time will not make that country a 
“domicile of choice”, unless there is 
an intention to reside there indefinite- 
ly and to abandon the previous do- 
micile. Retention of the previous 
home, or an idea of returning to it, 
or of the ultimate termination of resi- 
dence in the new country might pre- 
vent a change of domicile to the coun- 
try of residence. 


This matter then would be of con- 
siderable importance in planning the 
estate of the individual resident in 
Canada. It might be desirable to first 
analyze the intent of the Canadian 
resident, with a view to determining 
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whether his actions indicate that Can- 
ada is or will be regarded as his do- 
micile. Estate planning should be di- 
rected to the present situation as well 
as that of the future, and it is most 
important that the question of domi- 
cile be established early in the study 
of the estate plans. 


Domiciled in Canada 

In the case of a person who dies 
and is domiciled in Canada (who 
could be an American citizen), a 
main feature of the calculation of tax 
on his estate under the federal Estate 
Tax Act would be that all property, 
including real property located out- 
side of Canada, would be included in 
the “aggregate net value” of the es- 
tate. The inclusion of foreign real 
estate is a new feature introduced 
with the Estate Tax Act effective in 
1959 and is a departure from gen- 
eral international practice and from 
the U.S. estate tax laws. The addi- 
tional tax resulting from including 
foreign real estate would, however, be 
offset to some extent by the foreign 
tax credit available under the Estate 
Tax Act. The Act provides special 
rules for determining the situs of 
property and the basis of valuation. 


Domiciled Outside Canada 

In the case of the estate of a person 
domiciled outside Canada (who could 
be a person then resident in Canada), 
tax is levied on the aggregate taxable 
value of property located in Canada. 
(For purposes of determining aggre- 
gate taxable value, no allowance is 
made for debts except those specifi- 
cally charged against such property. ) 
The tax on such property is levied at 
a flat rate of 15% of the aggregate 
taxable value, rather than at graduat- 
ed rates. Where the aggregate tax- 
able value does not exceed $5,000, no 
tax is payable. Provision is also made 
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for a tax credit of 50% of the part of 
the federal estate tax applicable to 
property subject to this tax and also 
subject to provincial succession du- 
ties. 

If the decedent at the time of his 
death was domiciled in the United 
States and resident in Canada, credit 
could be claimed against his U.S. 
estate tax in respect of the Canadian 
estate taxes paid on assets in Canada 
which were subject to estate taxes in 
the United States. No credit for U.S. 
taxes could be claimed on behalf of 
such a decedent against Canadian es- 
tate taxes since credit for foreign 
estate taxes is allowed under the new 
Estate Tax Act only in respect of per- 
sons who died domiciled in Canada. 


Situs of Property 

Rules concerning the situs of prop- 
erty have been incorporated in the 
Estate Tax Act on a basis very similar 
to those contained in the tax conven- 
tion with the United States which 
applied to the Dominion Succession 
Duty Act, and in the agreement with 
the United Kingdom. Generally 
speaking, the rules of situs for federal 
estate tax purposes in Canada, the 
United States and the United King- 
dom are substantially the same, but 
important differences may occur be- 
tween the Canadian rules and those 
in certain other foreign countries and 
also in provincial and state rules. 

In any event, it is essential for the 
estate planner to consider carefully 
the situs of property in an estate from 
the point of view of each jurisdiction 
that may be concerned therewith. If, 
under the rules of situs, property is 
exposed to particularly high rates of 
estate taxes, or if differences in the 
rules of situs cause property to be sub- 
ject to double taxation for which re- 
lief is not available by means of 
foreign tax credits, it may be desir- 
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able to dispose of such property or to 
take steps to change the situs, as, for 
example, by transferring the owner- 
ship of the property to a holding com- 
pany in the country of domicile of the 
testator. 


Valuation of Property 

Differences may occur in the bases 
of valuing property subject to tax in 
more than one jurisdiction, as, for 
example, in the valuation of shares of 
a private company, the valuation of 
interests in insurance, or even in the 
valuation of listed securities (where 
an allowance for blockage may or may 
not be recognized). Where the 
higher basis of valuation obtains in 
the principal taxing jurisdiction 
(usually the country of domicile), a 
difference of this kind may not be 
unfavourable. Where, however, the 
higher basis of valuation obtains in 
another jurisdiction, it may give rise 
in some cases to a tax that amounts 
to more than the tax in the principal 
taxing jurisdiction and which cannot 
be fully offset by foreign tax credits. 
In making a comparison of this kind 
the effective rate of tax in each juris- 
diction would have to be taken into 
account. 


Where a difference in the bases of 
valuation of property which is sub- 
ject to tax in more than one jurisdic- 
tion works to the detriment of the tax- 
payer, it may again be necessary to 
consider disposing of the property or 
transferring it to a holding company. 


Tax Conventions 

Canada has reciprocal succession 
duty or estate tax arrangements with 
five countries: United Kingdom, 
U.S.A., France, Ireland (Eire) and 
South Africa. The Canada-U.S. agree- 
ment applies to taxes imposed under 


the Dominion Succession Duty Act 
but does not apply to taxes imposed 
under the Estate Tax Act on the 
estates of persons dying on or after 
January 1, 1959. The other four con- 
ventions apply to the Dominion Suc- 
cession Duty Act or “any substantially 
similar legislation”. If the four coun- 
tries excluding the United States ac- 
cept the Estate Tax Act as “substan- 
tially similar legislation”, then these 
conventions will continue in force and 
will override the provisions of the 
Estate Tax Act. In the case of the 
Canada-U.S. convention, tax credits 
will now be based solely on the statu- 
tory credits prevailing under the laws 
of the two jurisdictions and not on the 
convention. 

The Estate Tax Act, because of its 
change of approach as contrasted to 
the Dominion Succession Duty Act, 
will have important effects on the 
planning of estates of taxpayers who 
will come under its terms. In view 
of the fact that the Estate Tax Act 
provides for a foreign tax credit, pro- 
vides for the taxation of estates of 
decedents domiciled outside of Can- 
ada at a flat rate, and includes rules 
of situs very similar to those in the 
existing convention, some of the modi- 
fications which formerly applied to 
the Dominion Succession Duty Act 
will not be required if and when the 
convention is made applicable to the 
new Act. It is, however, possible that 
a renegotiated convention could 
modify the application of the Estate 
Tax Act: 


1. In the case of a decedent domi- 
ciled in Canada with regard to the 
taxation of real estate in the Unit- 
ed States. 


-2. In the case of a decedent domicil- 


ed in the United States with re- 
gard to the taxation of property in 
Canada at the rate of 15% where 
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the tax on a graduated basis 
would be different. 


Foreign Tax Credits 

At the present time both Canada 
and the United States grant foreign 
tax credits which are limited to the 
lesser of the tax paid to the foreign 
country on property of the estate 
situated therein or the part of the 
domestic tax that is applicable to 
such property. Where an estate con- 
tains some assets situated in Canada 
and other assets situated in the United 
States, differences in the taxing pro- 
visions of the two jurisdictions (and 
possibly also in provincial and state 
taxing provisions) may lead to double 
taxation which is not relieved by 
foreign tax credits. 


Some of the difficulties which may 
arise with respect to foreign tax 
credits in particular estates are: 


1. Since Canada allows a deduction 
for charitable gifts only if the gifts 
are made to an organization in 
Canada, it might levy tax on a 
gift to a United States organiza- 
tion and no foreign tax credit 
would be available if the gift was 
exempt from United States tax. 


. Where a United States citizen 
domiciled in Canada makes a gift 
within three years of his death, it 
will be included in the estate for 
Canadian tax purposes, but may, 
in certain circumstances, be ex- 
cluded for United States purposes. 
The gift could thus be subject to 
Canadian estate tax without any 
credit for United States taxes. It 
would also appear that, although 
Canadian gift tax paid thereon 
would be allowed as a prepay- 
ment of Canadian estate taxes, 
United States gift tax would not be 
brought into the calculation of the 
Canadian estate taxes. 
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3. A United States citizen resident in 
Canada may bequeath property to 
his spouse which is exempt from 
United States tax under the pro- 
visions relating to marital deduc- 
tions but subject to Canadian tax. 
In this case, the benefit of the 
marital deduction is lost, and no 
credit for the Canadian tax on 
such property would be allowed as 
a deduction from the United States 
tax. 

. Under United States law, the 
executor of an estate may elect to 
value the estate property as of the 
date of death or as of one year 
after death. If the executor of the 
estate of a United States citizen 
resident in Canada elects to value 
the estate one year after death and 
establishes a value for United 
States tax purposes that is lower 
than the value of the estate at the 
date of death, the difference in 
value would be free of United 
States tax, but subject to Canadian 
tax. In these circumstances, there 
is increased chance that the 
foreign tax credit would fall short 
of the Canadian tax. 

. Where the estate of a citizen of the 
United States includes realty sit- 
uated in Canada, the realty will be 
subject to Canadian estate tax but 
no credit in respect thereof will be 
allowed as a deduction from 
United States taxes except, in- 
directly, to the extent that the tax 
on the realty contributes to a 
higher overall Canadian tax rate 
on the property in Canada, which 
may result in a larger foreign tax 
credit in certain cases. 


Gifts 

The U.S. taxing statute imposes tax 
for each calendar year upon the trans- 
fer during such year by any individ- 
ual, resident or citizen of the United 
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States of property by gift. The tax 
applies whether the transfer is in 
trust or otherwise, whether the gift is 
direct or indirect, and whether the 
property is real or personal, tangible 
or intangible. In the case of a citizen 
or resident, the tax applies to all prop- 
erty transferred by gift, irrespective 
of whether it is situated within or out- 
side the United States. The gift tax 
statute, unlike the estate tax statute, 
does not exempt real property situated 
outside the United States when trans- 
ferred by a citizen or resident. 

The following are some of the situa- 
tions and problems with which the 
estate planner would have to contend: 


1. A USS. citizen may have to pay gift 
tax to both countries without bene- 
fit of tax credit. 


. The basis of calculating gift tax 
and the amount of taxable gifts 
would differ in the two countries. 
In the United States gift tax is cal- 
culated on accumulated gifts since 
June 6, 1932. Each single gift is 
subject to an exemption of $3,000 
for U.S. tax (except in certain 
cases where the gift is of future in- 
terest and the ultimate amount of 
gift or ultimate beneficiaries are 
not certain). Gifts made by a cor- 
poration are considered to be gifts 
pro rata of its shareholders, where- 
as the personal corporation in Can- 
ada can make gifts with a $4,000 
exemption. Under the U.S. Gift 
Tax Act there is a lifetime exemp- 
tion of $30,000 which can be used 
at any time during a lifetime either 
in one sum or piecemeal over a 
number of years, and subsequent 
to April 2, 1948 an individual may 
transfer property to his spouse or 
vice versa and deduct one-half of 
the value as a marital deduction 
before taking the $3,000 exemp- 
tion or using part of the lifetime 
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exemption. The marital deduction 
applies even though the donee 
spouse is a non-resident alien. 
The marital deduction is not ap- 
plicable to property held as com- 
munity property. 
For United States gift tax purposes 
a gift made by one spouse to a person 
other than his spouse may be con- 
sidered as having been made one-half 
by each of the two spouses if each is 
a citizen or resident of the United 
States. The $3,000 exclusion may be 
claimed by each. If a husband and 
wife decide to apportion gifts made in 
a calendar year, all gifts made by 
them in that year must be so appor- 


tioned. 


Foreign Personal Holding Company 

Since the corporation has been 
popular in Canada as an estate plan- 
ning device for possibly the last 30 
years, some consideration should be 
given to what would happen where a 
U.S. citizen domiciled in Canada has 
a Canadian personal corporation. In 
most cases a Canadian personal cor- 
poration would be classed as a 
“foreign personal holding company” 
for United States tax purposes. A 
foreign corporation is usually classed 
as a foreign personal holding com- 
pany if (a) at least 60% (50% after 
the first taxable year) of its gross in- 
come consists of dividends, interest, 
royalties, rents (unless amounting to 
50% or more of gross income), gains 
in stock transactions, income from 
personal service contracts and other 
specified types of income, and (b) 
more than 50% in value of its outstand- 
ing stock is owned directly or in- 
directly by not more than five citizens 
or residents of the United States. 


If the Canadian company qualifies 
as a foreign personal holding company 
for United States tax purposes, its in- 
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come, including net capital gains on 
security or commodity transactions, 
would be deemed to be distributed 
(whether or not actually distributed ) 
and taxed in the hands of the share- 
holders. If the company was a per- 
sonal corporation for Canadian tax 
purposes, its taxable income would 
be deemed to be distributed to the 
shareholders. However, the basis of 
distribution for Canadian purposes 
might not be the same as that for 
United States purposes. Furthermore, 
if the company were disqualified from 
being a personal corporation (as, for 
example, if it carried on commercial 
trading operations), all of its income, 
except that relating to the commer- 
cial trading operations, would be 
deemed to be distributed to its share- 
holders for United States tax pur- 
poses. There is no parallel under Can- 
adian law and difficulties may arise in 
trying to obtain foreign tax credits. 


In the setting up of a foreign per- 
sonal holding company consideration 
should be given to the U.S. capital 
gains tax regulations relating to tax- 
free exchanges. No capital gain is 
considered realized if assets are trans- 
ferred to the personal holding com- 
pany solely in exchange for capital 
stock and the person transferring the 
assets has control of the corporation 
by holding at least 80% of all classes 
of stock then issued. Before a trans- 
fer of securities to a corporation may 
qualify as a tax-free exchange, a brief 
must be submitted to the Internal 
Revenue Service and a ruling ob- 
tained to the effect that the transfer 
is not part of a plan to avoid U‘S. 
income taxes. 


In the original transfer of personal 
investments to the holding company 
by the U.S. citizen domiciled in Can- 
ada, it would seem under the regula- 
tions that it would not be advisable to 
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issue a majority of notes payable 
rather than shares in the holding com- 
pany if there were unrealized capital 
gains on the assets being transferred 
since if not properly handled these 
gains would be rendered immediately 
taxable. It would appear, then, that 
subsequent transfers of investments to 
the corporation could be made provid- 
ed it could be shown that this was not 
part of the original plan of incorpora- 
tion. Special information returns are 
required to be filed monthly with re- 
spect to changes in shareholders and 
other related information. Serious 
problems may arise where a United 
States citizen attempts to make use of 
a personal corporation in Canada, and 
such an arrangement should only be 
used for estate planning purposes 
after careful study of the tax conse- 
quences. 


Canadian Real Property 

Canadian real property is exempt 
from U.S. estate tax although it is not 
exempt from U.S. gift taxes. It is also 
interesting to note in the case of a 
U.S. citizen who has not established 
domicile in Canada that a purchase 
of Canadian real estate could be made 
immediately prior to death and there- 
by be exempt from U.S. estate tax 
since, according to U.S. regulations, 
it is not a reportable transfer under 
the U.S. contemplation of death con- 
cept. Canadian estate tax would be 
calculated at the flat rate of 15%. 

In the case of a U.S. citizen dom- 
iciled in Canada, real property situ- 
ated in Canada would not be subject 
to U.S. estate taxes, but would be sub- 
ject to Canadian estate taxes with no 
credit for United States taxes in re- 
spect of this property. 

To qualify as exempt realty under 
U.S. regulations simple title to land 
is not necessary. Twenty-one-year 
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leases on Canadian timber land have 
so qualified, and mortgage interests 
and oil and mineral extraction con- 
tracts may qualify. 


General 

The changes in Canadian death tax 
legislation can have an important 
effect on the estate planning of the 

U.S. citizen who resides in Canada. 

While each case would have to be 

considered with reference to its own 

circumstances and the detailed pro- 
visions of the relative Canadian and 

U.S. regulations, the following general 

comments may be of interest: 

1. For U.S. tax purposes the basis of 
taxing the estate of a U.S. citizen 
is the same whether he is domi- 
ciled in Canada or in the United 
States. Accordingly, the effect of 
domicile should only be consider- 
ed with reference to its effect on 
Canadian estate taxes. 

In the case of a husband survived 
by his wife and one child, the 
average effective rate of Canadian 
tax, on the basis of the graduated 
scale of rates, expressed as a per- 
centage of aggregate net value, 
reaches 15% in the case of an es- 
tate not eligible for provincial tax 
credit and in which there are no 
unsecured debts, funeral expenses, 
etc. to be taken into account, when 
the aggregate net value of the es- 
tate is approximately $238,000. 
The figure at which the effective 
rate reaches 15% will be higher 
where there are unsecured debts, 
funeral expenses, etc. to be taken 
into account. Accordingly, if the 
aggregate net value of an estate of 


a US. citizen in the same posi- | 


tion domiciled in Canada is under 
$238.000, the Canadian estate tax 
would be less than it would be if 
he were domiciled outside of Can- 
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ada and had the same estate situ- 
ated in Canada. Since debts not 
secured by property taxable in 
Canada and funeral expenses, etc. 
are deductible in the case of a 
domestic estate but not deductible 
in the case of a foreign estate, such 
amounts would have to be taken 
into account in making individual 
comparisons of this kind. 


Where an estate is eligible for 
the provincial tax credit in respect 
of all taxable property, the cor- 
responding amount is approxi- 
mately $990,000, but in this case 
provincial duties should also be 
taken into account in making the 
comparison. When this is done, 
the aggregate net value for which 
the combined federal and provin- 
cial taxes on a domestic estate will 
equal the combined federal and 
provincial taxes that would be pay- 
able if the deceased were dom- 
iciled abroad will, no doubt, be 
much closer to $238,000 than to 
$990,000, but it is not practicable 
tc generalize in this area due to 
different bases of levying the taxes 
in the various jurisdictions and the 
particular facts of each case would 
have to be considered. 


On the other hand, if the estate 


of the U.S. citizen in this situation 


domiciled in Canada is greater 
than the amount indicated in sec- 
tion 2 above, the Canadian estate 
tax will be more than if he were 
domiciled outside of Canada. This 
feature would be of particular 
importance if real estate in Can- 
ada were a material item since 
such real estate would not be 
taxed by the United States. 


In the case of a U.S. citizen in 


this situation domiciled in Canada, 


U.S. real property would be taxed 
by both countries. The Canadian 
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tax otherwise payable on such 
property might be offset by the 
foreign tax credit, but inclusion of 
the property in the estate would 
increase the all-over rate of Can- 
adian tax thus increasing the Can- 
adian tax on the balance of the 
estate. This situation may not 
arise very often, however, since a 
U.S. citizen with substantial real 
estate holdings in the United 
States would probably be domi- 
ciled in that country. 
In this general review of highlights 
of foreign estate planning it has not 
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been possible to do more than indi- 
cate the fields where certain serious 
problems may arise. Certain interest- 
ing situations in New Zealand, Aus- 
tralia, Europe and elsewhere have had 
to be omitted due to space limitations 
and even the field covered, being that 
of the United States or United King- 
dom citizens residing in Canada, has 
been handled on a somewhat restrict- 
ed basis. Possibly this is all that an 
article of this nature can do, since 
solutions to problems should be based 
on a detailed study of the actual 
situation. 


Future of Chartered Accountancy 


The accounting profession established itself by recording and reporting 
on past facts presented on a particular date, and in this respect they have 
performed and are performing a great public service. Modern industry, 
however, with its intense national and international competition and the 
huge projects which are undertaken either by private enterprise, nationalized 
bodies or by governments, requires an entirely new and additional technique 
of forming a reasonable estimation of the future. 

The major part of the development schemes must, of course, remain with 
the engineers; but the highly developed critical faculties of the chartered 
accountant, his opportunities of finding out about local conditions, his ability 
to make others think and his outlook on many other facets outside pure 
engineering, all these put him in a position where he can make a not in- 
considerable contribution to augment the engineer’s skill. 

If industry is to prosper — and indeed if it is to survive in the export 
trade — it must be efficient and enterprising. It is our duty to help. Whether 
in practice or in industry, we chartered accountants are all one profession, 
and we should make available to businessmen the advice and information 
which only we can properly give. Let us stimulate and encourage our clients 
to new ventures, help them to make their estimates and plans on sound 
bases and provide them with all possible aids to making the right decisions at 


the right time. 
—S. J. Pears, F.C.A., president of the Institute of Chartered 
Accountants in England and Wales replying to a toast pro- 
posed to the Institute on its 80th birthday. 





Facilities 


Planning 


GERALD L. SANDLER 





MANY CORPORATIONS today are de- 
veloping a master plan projecting 
their operations five years into the 
future and, in some cases, further. 
This master plan would include as 
one of its major components a facility 
plan which would basically outline 
the future utilization of existing facili- 
ties and planned additions and dis- 
posals. Facility planning is a top 
management responsibility, and the 
comptroller, as a member of top man- 
agement, has an important role to 
play in this planning to ensure that 
funds will be available for the pro- 
posed facilities and that corporate 
financial requirements are maintained. 
The size of a company will determine 
the formality of the program and the 
delegation of responsibility over the 
coordination and preparation of facil- 
ity plans. In this article, a large multi- 
plant corporation’s approach to facil- 
ity planning is examined. However, 
facility planning should be developed 
by all companies, and the formality 
of the program tailored to meet the 
size of the company. 

The objectives of facility planning 
can be outlined as follows: 
1. To attain maximum utilization of 

facilities. 
2. To provide the proper facilities for 


all phases of operations at a 
minimum of expenditure. 
. To assign priorities for expendi- 
ture of funds for facility purposes. 
. To improve profits through make 
or buy analysis. 
. To provide facilities where profit- 
able for more diversified activities. 
In a multi-plant corporation, the 
preparation of facility plans normally 
passes through three stages. First, the 
basic planning information is develop- 
ed and distributed from the corporate 
level to the operating plants. Then 
facility plans are prepared by the 
operating plants within the limits of 
the basic planning information. Final- 
ly the facility plans are consolidated, 
reviewed and approved at the corpo- 
rate level. 


Basic Planning Information 

The effectiveness of any program 
is determined in a large measure by 
the basic planning information and 
the planning policies upon which the 
plans are developed. The informa- 
tion would be developed at the cor- 


-porate level and distributed to the 


various operating units of the org. 
ization. It would include product and 
process changes, volumes, planning 
policies and directions. 
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The product information would 
consist of the type of products to be 
produced and the plants in which 
they would be produced, as well as 
the process changes that would result 
due to product revisions. This in- 
formation, while general in nature, 
should be such that the operating 
levels can properly assess require- 
ments. In the case of alternative pro- 
cesses and products under considera- 
tion, it is desirable for planning pur- 
poses to supply information on the 
one that would have the greatest 
effect on facilities. This information 
would also contain a general descrip- 
tion of the long-range plans to enable 
the operating levels to familiarize 
themselves with future possibilities 
and to encourage them to become 
acquainted with new concepts. 


Planning volumes have a significant 
effect on all facility plans and are by 
nature extremely difficult to forecast. 
This problem in forecasting is es- 
pecially true in the automobile indus- 
try which is subject to extreme 
changes in demand. However, a five- 
year forecast is necessary due to the 
lead time required for facilities. If 
volumes are unrealistic, a corporation 
can find itself burdened on one hand 
with the added expense of excess 
capacity or on the other hand with 
lost volume due to insufficient capaci- 
ty to meet market demands. 


The financial objectives for the plan- 
ning period should be developed and 
supplied to the various units. This 
would include the requirements of 
return on investment, payback and 
any fund and timing limitations. This 
information would permit the various 
units to concentrate their time on 
facility proposals that will meet the 
corporation’s financial objectives. 


The method of preparation, and the 
forms used, must be consistent in all 
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plants submitting forecasts. Therefore, 
direction must be given from the cor- 
porate level with regard to method 
and manner in which the data is pre- 
sented, as well as the timing requir- 
ments. The forms that are prepared 
should be designed in such a manner 
as to serve all corporate needs and 
avoid duplication. The facilities plans, 
as outlined, will be required for in- 
clusion in a capital budget and should 
be designed so that the necessary in- 
formation is available. 


Preparation of Plans 

The preparation of the facility plan 
is the function of the plant. From the 
information supplied with regard to 
volumes, products, etc., the plant is 
required to relate this information to 
facility requirements. In order to 
properly forecast facilities over a five- 
year period, it would be necessary to 
review existing facilities and achieve 
their optimum utilization in develop- 
ing plans. 


Each facility required should be 
segregated both as to reason and to 
desirability. The reason should be 
in sufficient detail to allow assessment 
of the request, and probably would 
fall into categories such as product 
changes, process changes, volume 
changes, modernization, new product 
integration, cost reduction, quality im- 
provements, expansion, contraction, 
sourcing, legal and moral require- 
ments, etc. In addition to the reason 
code, the facility requirement should 
also be classified according to de- 
sirability. This classification would 
categorize it under such headings as 
“necessary to avoid shutdown’, 
“necessary to maintain operations at 
current levels”, economically desir- 
able, and desirable for other reasons. 
This would allow the plants to rate 
their plans according to the order in 





FACILITIES PLANNING 


which they feel the funds should be 
expended. 

Proposed integration or diversifica- 
tion programs, where major facilities 
are required, should be detailed by 
plant. This could be in the nature of 
a request for a corporate study on the 
proposal, or based on a study per- 
formed at the plant level. Such a re- 
quest should be in sufficient detail to 
allow proper review. 


The facility plan should also in- 
dicate the anticipated period of ex- 
penditure, which allows for an orderly 
planning of each facility requirement. 
This could be by quarters for the first 
two years of the plan and annually 
thereafter. The facilities should also 
be listed by asset classification and be 
in sufficient detail to describe the 
actual reason and need for the ex- 
penditure. The facility requirements 
would be for multiple reasons and not 
all subject to financial evaluation. 
However, where possible, considera- 
tion must be given to the effect that 
the facilities would have on the finan- 
cial results of the company. The finan- 
cial implications will enable the re- 
quests to be assessed as well as ensur- 
ing that adequate planning has been 
observed. 


The planning of facilities over a 
five-year period would basically cover 
major facilities only. It would not be 
desirable to spend undue time on 
minor facility needs, and there should 
be a set dollar limit on the individual 
items making up the forecast. How- 
ever, an overall amount should be in- 
dicated for estimated expenditures of 
smaller components, and this would 
probably be based on past experience. 

In addition to the facility require- 
ments, the facility plan should also in- 
clude information with regard to ex- 
cess capacity, available facilities and 
plant evaluation rating. The required 
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capacity of the plant, or portion there- 
of, is based on the component parts 
and their volumes that have been as- 
signed to the plant. Any capacity in 
excess of required capacity which is 
integral with the operation and can- 
not be isolated and made available 
for other activities is considered to 
be excess capacity. This would in- 
clude unused area, machine capacity, 
etc. 

In addition to unused capacity, 
there could be facilities which will 
not be required presently or during 
the planning period. These should be 
listed in sufficient detail and timed, 
with regard to availability, to allow 
other activities to consider using them 
or to plan for their economical dis- 
position. 

The multi-plant company will, by 
nature, have plants in various stages 
of obsolescence, as well as facilities 
within the plants. It is mandatory 
that an evaluation rating schedule be 
prepared on each facility, based on a 
corporate guide. This will recom- 
mend the time for replacement of 
these facilities even though this may 
extend beyond the forecast period. 
This must be done to provide the long- 
range planning necessary and ensure 
that unwise decisions with regard to 
the facilities are not taken during this 
period. For instance, if it was re- 
commended to dispose of a plant in 
eight years, major renovation in four 
years would probably not be justified. 


Consolidated Corporate Plan 

Each plant would submit its plans 
for a general review by the corporate 
staffs in sufficient detail to allow 


these staffs to concur in the plans sub- 


mitted. At this time, information 
would be available on capital require- 
ments, excess capacity, available facil- 
ities and replacement plans. 
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Certain plans of the various areas 
will be interrelated, and it is the func- 
tion of the corporate staffs to ensure 
that the plans are desirable from the 
overall company viewpoint and fall 
within the pattern established. The 
plans are reviewed on the basis of re- 
quirements and consideration given to 
utilization of available facilities within 
the company to avoid additional ex- 
penditure. Consideration is also given 
to transferring functions throughout 
the company where desirable. The 
complete plans are reviewed to en- 
sure no duplication of facilities; in a 
large multi-plant organization it is 
possible that the various plants are 
not aware of one another’s plans. If 
various plants request to do the same 
work, the corporate area would act as 
arbitrator to ensure that the work is 
performed in the most economical 
manner. The comptroller’s staff would 
review the various plans to ensure 
that the financial objectives are 
achieved and, in light of the avail- 
able funds, make recommendations on 
the funds to be expended. 


After the corporate review, the 
master facility plan and the five-year 
facility forecast are prepared. This 
will include a comparison of causes of 
the facility requirements and forecast- 
ed expenditures by periods, the avail- 
able facilities and excess capacity, and 
the plant ratings. These plans should 
be approved by the executives of the 
company. Each plant is given a copy 
of its approved facility plans for the 
period, as well as a list of available 
facilities throughout the company, to 
allow consideration for possible 
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utilization of these facilities. The final 
approved plans allow each plant to 
have an indication of the proposed 
facility undertakings which meet the 
approval of management and are 
within reach financially. The oper- 
ating unit can then use its time and 
effort most efficiently by concentrating 
on developing its proposals into form- 
al project presentation. Although an 
item is accepted within the approved 
facility plan, it would still have to be 
presented on a formal project request 
and, if sound, approved by manage- 
ment. 


Conclusion 

The facilities plan enables manage- 
ment to consider alternative plans and 
provides information for decision on 
integration and expansion of products. 
The total fund requirements are avail- 
able, and this, in relation to the pro- 
posed cash flow, provides data for de- 
cisions with regard to lease v. pur- 
chase of facilities, sale and lease-back 
of property, cancelling or deferring 
plans, and selling idle facilities. 

Facility planning is not a once-a- 
year requirement but a continuous 
operation. It helps to avoid unneces- 
sary expenditures with current re- 
quirements being maintained. In 
a large company, a formalized ap- 
proach to facility planning is needed. 
However, all companies should utilize 
facility planning to achieve sound 
decisions with regard to facility re- 
quirements and the desirability of 
expenditures, thus helping to ensure 
an acceptable return on their assets 
employed. 





Electronic Computers in Business 


GORDON H. COWPERTHWAITE, C.A. 


DEVELOPMENTS IN the field of elec- 
tronic computers during the past five 
years have been so wide and varied 
that it is difficult to summarize them 
in the space of a short article. With 
the intention of providing material 
useful to those who are contemplat- 
ing entering the computer field, as 
well as those who have already done 
so but are not yet satisfied with their 
experience, there now follows a gen- 
eral review of the current situation, 
with comments on some of the les- 
sons learned in the past five years. 


Flash Back — 1954 

In 1954, progress had already been 
spectacular. It is doubtful if many 
people at that time had any accurate 
concept of what might be achieved 
by 1960. Computers were then ob- 
viously in their infancy, and, while 
many companies were planning to 
use computers, very few had actually 
taken delivery of equipment, or 
placed orders. A summary of installa- 
tions in 1954 was as follows: 

US. Can. 

No. machines 

on market 2 2 
Large type 

computers installed 8° 
Medium type 

computers installed 
* 7 Univac Mark I’s 
** Both Electro-data 


gee 


The larger machines had three 
main types of memory or methods of 
storing data for subsequent process- 
ing, namely, vacuum tubes, magnetic 
drums and relay tubes. Today, all 
three have either been superseded or 
vastly improved, and machines then 
on the market have been withdrawn 
or modified. 


Extravagant claims as to potential 
uses of machines were being made by 
manufacturers, and the primary con- 
cern of potential users was the selec- 
tion of equipment and related prob- 
lems. From 1954 to 1958 we heard 
many references to “the automatic 
office” and similar terms that seemed 
to herald the end of clerical staffs 
and the solution of all clerical and 
work-processing problems. How very 
far from the truth they have proved 
to be! Although computers have been 
taking over and processing vast 
amounts of data, new clerical prob- 
lems have been created by the high 
quality of work involved in making 
such quantities of data ready for pro- 
cessing. 

In summary, in 1954 it was gener- 
ally agreed that we were on the 
threshold of a major development in 
the field of data processing. The 
chief concern of management was the 
means by which this development 
would take place and the effects it 
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LARGE-SCALE COMPUTERS 


1954 


Univac I Yes 
Univac II No 
Univac 1010-115 No 
I.B.M. 704 No 
1.B.M. 705 No 
1.B.M. 709 No 
R.C.A. Bismac No 
R.C.A. 501 No 
Datamatic 1000 No 
Philco Transack $2000 No 


* discontinued 


Memory 
Device 


1959 — Approx. 
No. Installed 

48° Sonic relay 

25 Core 

4¢ Core 

Core 

Core 

Core 

Core 

Core 

Core 

Core 


MEDIUM-SCALE COMPUTERS 


1954 
1.B.M. 650 No 
I.B.M. Ramac No 
Univac file compute: 

series 0 and 1 
Univac solid state 
Bendix G 15 
Burroughs series 
Alvac 


* discontinued 


would have on the business world. 
We can see how substantial these 
effects have been. Many a company, 
given the chance to approach this 
problem anew, would now do so 
quite differently. 


Equipment Advances 

A comparison of the large and 
medium-scale computers on the mar- 
ket today with those available in 1954 
illustrates the advances made in the 
intervening years. 

The great majority of large-scale 
computers now have the core type of 
memory storage, indicating the im- 
portant developments that have been 
made in this aspect of data process- 


Memory 

Device 

Memory cored drum 
Disc drum core 


1959 — Approx. 
No. Installed 
1200 

500+ 


115 Core & drum 

5 Core & drum 
240 Core & drum 
132 Core & drum 


ing. These have been prompted by 
the need to find a means to increase 
the number of words that could be 
stored and the reliability of the 
“memory”, and at the same time to 
diminish the amount of space re- 
quired by former methods. Core stor- 
age fulfils these requirements, but is 
extremely expensive. 

In addition to the machines listed 
in the table, several more have been 
announced that are shortly to be de- 
livered. These include the Honeywell 
800, the I.B.M. 7070 and 7090 series, 
and the N.C.R. 304. This is indica- 
tive of the number of machines being 
developed to meet a market far larger 
than was generally anticipated in 
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MOST COMMON APPLICATIONS 
82 firms reporting 


No. of Companies 


Type of Application Reporting Reasons for applications 

Payroll 53 Reduced man power and 
clerical costs 

Sales analysis 28 Costs and improved efficiency 

Cost accounting 24 Lower costs 

Raw materials and stores inventory 18 Improved effectiveness 

Billing 18 Reduced manpower and 
clerical costs 

Finished stock inventory 16 Increased effectiveness 

Production scheduling control 16 Increased efficiency 

Budget preparation and 

expense control 16 Improved management controls 


MOST COMMONLY REJECTED APPLICATIONS 
63 firms reporting 
No. of Companies 


Type of Application Reporting Reasons for applications 

Accounts payable 21 Data too scant, application 
too costly 

Accounts receivable 20 Data too scant, no time saved 

Billing 19 Too costly 

General ledger 16 Volume of data too small 


1954. At that time, there was even 
some concern lest the market be un- 
able to absorb 100 large-scale com- 
puters; nowadays, estimates are being 
revised in terms of ~ minimum of 
1,000 machines. 


Storage in medium-scale computers 
is either core, drum or disc. I.B.M. 
developed a disc type of storage, in 
use on their RAMAC (Random Ac- 
cess Memory Automatic Computer) 
type machines which can be coupled 
with their 650 computer. 

New medium-size machines have 
also been announced, and will be de- 
livered shortly. Among these are the 
Burroughs B 251 and a V.R.C. (Vis- 
ible Record Computer) machine 
which has core storage. 


Applications 
Growing interest in the type of ap- 


plication that is now being put onto 
electronic computers has stimulated 
many surveys in recent months. 
These include the one reported by 
the National Office Management As- 
sociation in Office Executive, and 
those reported in the monthly issues 
of Data Processing Digest? and in the 
Punched Card Data Processing An- 
nual.® 


The survey conducted in the United 
States by NOMA’s National Data 
Processing Committee showed the 
following data relative to computer 
applications: 





1“Why Automation?”, C. E. Ginder, Office 
Executive, vol. 34, no. 6, pp. 9-15. 

? Data Processing Digest, Los Angeles, Sis- 

. son and Associates. 

3 Punched Card Data Processing Annual: 
Applications and Reference Guide. Detroit, 
Gille Associates, Inc., 1959. 
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Despite extravagant claims once 
made for the use of computers for 
improved management controls, as 
against the routine processing of data, 
experience has shown that the neces- 
sity for reducing costs and improving 
efficiency has been the main motivat- 
ing factor in the introduction of com- 
puters in the field of business. 


Although the lack of time savings 
or production of significant quantities 
of data has made many companies 
decide against the use of computers 
for accounts receivable processing, 
some surveys show this still to be a 
popular application. It is interesting 
to note that the application of payroll 
still heads the list in popularity; this 
parallels developments in punched 
card mechanization many years ago, 
when many companies decided to 
advance first to this well-defined ap- 
plication. 

There is still much that can be 
done to improve the efficiency of a 
computer application. For example, 
one of our largest companies in Can- 
ada decided to mechanize by using 
an electronic computer, and trans- 
ferred to it several applications then 
being processed by punched card 
methods. After a period of time, pay- 
roll and several other applications 
were found to be most successful 
computer applications, the only prob- 
lem being the necessity to use a 
second computer shift. The com- 
pany’s executive committee enquired 
closely into the problems this in- 
volved, and decided that a study 
should be made of the feasibility of 
applications then being processed on 
the computer. As a consequence of 
the study, payroll and one or two 
other conventional applications were 
reverted to punched card methods; 
control applications (as contrasted to 
data processing) such as production 
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and scheduling were substituted. As a 
result, it was possible to continue 
work on a most effective basis. 


Preliminaries to the Decision 

Five years ago, many professional 
firms were dismayed at the lack of 
planning in companies contemplating 
installation of electronic computers. 
At that time it was emphasized that 
planning, particularly before making 
a decision, could well mean the dif- 
ference between a successful installa- 
tion and one that would be fraught 
with problems. The studies then 
made by companies were frequently 
called “feasibility” studies. This term, 
which has gained widespread accept- 
ance, is probably unfortunate, since 
it focuses attention on the machine 
rather than on the _preplanning 
necessary to a sound decision. 

The responsibility for directing a 
study and recommending the appro- 
priate decision to management has 
usually fallen on the controller or the 
top administrative officer of a com- 
pany. Many study groups have been 
assisted by outside consultants. It has 
been found that the best progress is 
made by small study groups which 
rely on highly qualified personnel 
within the organization to provide 
the major effort. 


The greatest danger has been over- 
simplification of the problem. To be 
effective, the study must be mainly 
an analytical examination of the 
company’s operations, rather than an 
investigation of whether or not it 
can use a particular machine. If suf- 
ficiently thorough and analytical, 
such studies often have unexpected 
results. Several companies in the 
United States and some here in Can- 
ada decided not to use computers 
when they found that many of the 
desired benefits could be obtained 
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without introducing this type of 
equipment. 

The time required for such a study 
depends upon the complexity of the 
problem, but it usually takes some 
three to nine months to assemble the 
information necessary for making a 
decision whether or not to introduce 
a computer. 

There are several important ques- 
tions which must be answered when 
making such a survey. These include 
the following: 

1. Is the system acceptable to 
supervisory and management 
groups: Do they know enough 
about it to approve it in prin- 
ciple, so that they will not later 
reject it in practice? 

The full support of top manage- 
ment, based on adequate indoc- 
trination as to the use of a com- 
puter is fundamental to its satis- 
factory installation and operation. 

. Is the delivery date realistic in 
terms of systems development? 
There have been far too many 
cases in which the manufacturer 
has insisted on fitting the de- 
livery date to his schedule rather 
than suit a company’s own 
systems developments. 

. Is the company capable (or will- 
ing) to assemble a staff to carry 
out the program? 

To rank as thorough, a study must 

cover the 13 points set out below. 

1. A job analysis, to estimate the 
cost involved in present clerical 
work preparation, and to ensure 
that every aspect of the opera- 
tion is examined. 

. An analysis of existing usage of 
punched card equipment, in- 
cluding such items as card quan- 
tities, machine time, etc. 

. The preparation of functional 
flow charts of the operation. 
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. The preparation of departmental 
work flow charts, breaking down 
present operations in detail. 

. Consideration of what non-elect- 
ronic improvements are available. 

. Determination of operating re- 
quirements and opportunities. 

. The preparation of a systems de- 
sign. 

. The establishment of charting 
procedures for systems design. 

. An estimate of the number of 
program steps that will be re- 
quired. 

. An estimate of machine capacity 
requirements. Numerous prob- 
lems with manufacturers have 
been experienced in this area. 
Sometimes machines do not oper- 
ate at the speeds indicated in 
literature and the manufacturers’ 
specifications or program steps 
are under-emphasized. 

11. An estimate of savings. 

12. An estimate of preparatory and 
conversion costs. 

13. The selection of equipment. 


These, and sometimes more, con- 
siderations are vital if the company 
is not to stumble into many pitfalls 
along the way to successful computer 
development. 


Preparing the Way for Equipment 
An important principle learned in 
the past five years is the need for a 
program of company education and 
public relations as part of the com- 
puter project. Electronic data pro- 
cessing groups responsible for install- 
ation are sometimes dismayed to find 
that the success or failure of the in- 
stallation often depends on the suc- 
cess of this program rather than on 
technical brilliance. A good plan of 
company education must extend to all 
levels of an organization, depending 
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on the extent to which computer 
operation will affect a person’s day- 
to-day activities. 

Practical experience has shown that 
an electronic committee can be most 
valuable. It usually has three or four 
members appointed by the top man- 
agement of an organization respon- 
sible for the successful development 
of the computer program. Working 
closely with the men involved in the 
day-to-day operations, the committee 
should be able to evaluate progress, 
watch the key areas, and make peri- 
odic reports to management with a 
sense of perspective and objectivity 
difficult for others to maintain. 

Finally, it is vital that the members 
of the programming group be highly 
skilled. Programming is a new 
science, or perhaps it should be called 
an art, and the educational require- 
ments of programmers liave been re- 
ceiving considerable attention in the 
United States during the past two 
years. 

The quality of the remaining cleri- 
cal force is all important. The so- 
called “automatic office” mentioned 
earlier is now recognized as a myth 
and not a fact. If problems are not to 
develop, the large, constant flow of 
incoming data required in electronic 
data processing demands a clerical 
force high in calibre as well as in 
numbers. Much valuable computer 
time can be wasted if the source data 
is not in a form that will lend itself to 
processing by the computer with as 
few errors as possible. The transla- 
tion of routines is another important 
consideration when developing com- 
puter applications. This term implies 
the direct transfer to computer rou- 
tines of applications currently being 
handled by punched card and/or 
other methods. Applications thus 
translated usually account for some 
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90% of available machine time, leav- 
ing only 10% for innovations. Unless 
management is adamant that the 
computer be used for management 
control purposes, as against the rou- 
tine processing of data, there is a 
danger of the computer being noth- 
ing but a more expensive and more 
versatile means of processing inform- 
ation that has been efficiently handled 
by punched card equipment in the 
past. 

Computer utilization time is a mat- 
ter of some concern. The time re- 
quired for program testing, program 
errors, machine errors, operating er- 
rors and both scheduled and un- 
scheduled maintenance, is usually 
underestimated. In practice, a good 
average of available production time 
is 50% to 60%. This is vastly different 
from the estimates prepared for sub- 
mission to companies’ managements. 


Cost and Savings 

To management, the question of 
costs and savings is vital. It is there- 
fore important for management to be 
aware that in the final analysis, the 
initial investment in electronic data 
processing tends to be indefinite. A 
decision to convert to electronic data 
processing is comparable to that in- 
volved in building a complex plant 
for producing a new and untried 
product. 

Five years ago it was felt that costs 
would be difficult to estimate, and 
that they might assume very large 
proportions. Since that time, prepar- 
atory and conversion costs have in- 
deed proved most difficult to estimate 
in advance. Among the chief reasons 
for underestimating by substantial 
amounts are: 

1. Lack of experience, (this was 
particularly true in the early 
computer estimates. ) 
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2. Lack of understanding of the 
time required for new “operating” 
groups to settle down. 

. Insufficient comprehension of the 
many factors involved in a large- 
scale conversion. 


The cost of programming has been 
hard to predict in man years as well 
as in dollars. While it is possible to 
estimate the time for initial pro- 
gramming fairly accurately, such 
programs are themselves rarely sat- 
isfactory from the first, and usually 
require refining and condensing if 
the computer is not to be tied up 
with one application for a time far 
in excess of that anticipated. Such 
additional time can be extensive, and 
in some instances has been known to 
double or even treble initial pro- 
gramming costs. 

Errors in existing records can also 
alter conversion costs substantially. 
One Canadian company which has 
had a large-size computer for over a 
year has yet to make the final change- 
over to new routines because of the 
vast number of errors found in old 
records, as well as the ever-increasing 
problem of the number of changes in 
converted records between the start 
of conversion and the eventual 
changeover to the new system. Con- 
sequently, installation costs have in- 
creased by the rental of the computer 
for a year — approximately $500,000 
— together with all the related costs. 
Indeed, the budget for conversion 
will probably exceed preliminary esti- 
mates by at least $1,000,000. 

The achievement of savings has 
also presented problems. Two very 
important lessons have been learned: 


1. In general, the successful con- 
version of an operation does not 
guarantee immediate savings. In- 
deed, if savings do occur, they 
will be gradual. 
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2. Unless someone is specifically as- 
signed to supervise the achieve- 
ment of savings, none may occur. 
It has been found that unneces- 
sary jobs can be created very 
quickly; when displaced from a 
particular job they have been do- 
ing for some time, people have 
a habit of finding another with 
great rapidity. Then, when an at- 
tempt is made to reassign them 
to some other type of work, they 
appear to be extremely busy on 
something which will take con- 
siderable time to analyze before 
reassignment can be done. 

In many cases, savings have fallen 
far short of anticipation, and it might 
be said that very few companies have 
achieved their goals. 

Undoubtedly, the rule of caveat 
emptor is as valid in this area of busi- 
ness as it is in so many others. Ex- 
perience shows that many estimates 
have been far out of line from the be- 
ginning, and that realism is vitally 
needed from the very first. 

Many companies are still not tak- 
ing a realistic approach to this area, 
and it is a matter of concern that the 
next five years may consequently 
show no great improvement in this 
area of cost and savings. 


The Canadian Scene 


The approximate number of com- 
puters installed in Canada has been 
estimated on page 518. 

Users include, among others: Al- 
goma Steel Corporation Limited, 
Atomic Energy of Canada Limited, 
The Canadian General Electric Com- 
pany Limited, Canadian National 
Railways, The Confederation Life 


‘Association, The Drug Trading Com- 


pany Limited, Du Pont Company of 
Canada Limited, The Ford Motor 
Company of Canada Limited, The 
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COMPUTERS INSTALLED IN CANADA 
Approximate Nos. 


Type of Computer Large 


I.B.M. 700 series 
650 series 


McBee 


8 


Great-West Life Insurance Company, 
The Hydro Electric Power Commis- 
sion of Ontario, Imperial Oil Limited, 
The London Life Insurance Com- 
pany, The Manufacturers Life Insur- 
ance Company, The Prudential In- 
surance Company of America, The 
Royal Canadian Army Pay Corps, 
The Sun Life Assurance Company of 
Canada, Trans-Canada Airlines. 


An analysis of some 21 users of 
computer equipment in Canada 
showed the following distribution by 
major industrial classification: 

Manufacturing and distribution 
Insurance 

Transport and utility 

Government, military and scientific 


Problems which differ from those 
experienced in the United States in- 
clude: 


1. Higher rental costs, which ad- 
vance the break-even point for 
economical use of a computer, 
despite lower clerical costs. 

. The availability of fewer skilled 

programmers. 
Increased difficulty in obtaining 
standby equipment in cases of 
complete equipment failure in 
remote areas. 


Medium Small 


30 ? 


4. Less widespread use of punched 
card equipment, and a conse- 
quent need to improve basic 
systems. 

During the past few years a size- 
able number of companies, far in ex- 
cess of those which have actually con- 
verted to electronic systems, have 
been considering using electronic 
computer equipment. Many have 
found their basic systems to be so 
outdated that they have needed to 
undergo an extensive period of basic 
change in order to reach the desired 
level of efficiency. Where this has 
happened, companies have usually 
discovered that after three or four 
years they have been able to produce 
quite substantial savings without 
having to advance to electronic 
equipment. By achieving consider- 
able benefits in this way, they have 
probably put off profitable conver- 
sion by many years, in the meantime 
achieving worthwhile cost reduction 
benefits. 


The Next Five Years 


Having taken a brief glance at the 
past five years, it is interesting to re- 
flect on what might happen in the 
next five. It is, of course, impossible 
to make specific predictions, but there 
are several trends which seem likely 
to become established: 
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1. We may anticipate an increasing 
use of the medium-sized com- 


puters. 


Automatic and symbolic coding 
will become more widespread. 
This should lessen coding prob- 
lems and permit more rapid con- 
version of future applications to 
computers. 


bo 


3. A means will be devised to as- 
sist in the evaluation of pro- 
gramming staff. Such a develop- 
ment will be an important im- 
provement in this key area. 


4. More equipment will be devel- 
oped. 


5. There will be a distinct move- 
ment towards the development of 
routines that are of greater value 
to management. It is probable 
that there will be less translation 
of routines to computers, and 
more innovation, and that many 
uneconomic routines will be 
taken off computers. 


6. There will probably be an in- 
crease in joint commercial/en- 
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Automation and Employment 
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gineering use of computers in 
firms which have only a margin- 
al case for applications to busi- 
ness data processing problems 
alone, but which can justify use 
of a computer if part of the time 
is made available for engineer- 
ing. 

7. Undoubtedly, there will be a 
significant growth in the number’ 
of computer users. Whereas we. 
now see a total of some 2,500, of 
which between 60 and 100 are 
in Canada, we can probably ex- 
pect this number to be at least 
double in the next five years. 


The next five years present no less 
challenge than did the past five. Al- 
though real advances have been 
made, there is still much to accomp- 
lish. Nevertheless, it should be pos- 
sible to learn from the past. Full 
realization of the difficulties involved 
and the steps that must be taken be- 
fore the desired benefits can be 
achieved can help the intending users 
of electronic computers to avoid the 
pitfalls and errors that usually beset 
their course. 


The points that stand out in various surveys on automation that have been 
studied are that when production workers are decreased, skilled repair and 
maintenance workers are increased, and the level of skilled workers tends to 
rise, e.g. electricians should have a knowledge of electronics; plumbers of hy- 
draulics, etc. Though there is bound to be a certain amount of disruption, 
this can be minimized by careful planning and examination of points by full 
labour-management cooperation well in advance of any change. The final 
outcome should be a higher standard of living for all concerned. 


Automation is not likely to cause serious unem;‘oyment if it is not intro- 
duced too rapidly and due care is taken in the planning and retaining of the 


work forces as required. 


—“Automation and Our Economy”, The Canadian Personnel and 


Industrial Relations Journal, July 1960 





The Case Against 
Designated Surplus 


On Marcu 31, 1960, the Minister of 
Finance, during the course of his an- 
nual budget address, announced 
among other things: 

“The second complex question that 
requires fresh study and consideration 
pertains to the designation of surplus 
under section 28(2) of the Act. The 
central issue is the taxation, as person- 
al income or otherwise, of earnings 
that are distributed or are available 
for distribution in various forms by 
corporations. 

“We shall be undertaking a com- 
prehensive study of these matters dur- 
ing the coming year. 

“I shall welcome considered expres- 
sions of views from all interested per- 
sons and organizations.” 

The enactment of section 28(2) of 
our Income Tax Act in 1950 intro- 
duced a new and harsh element into 
our basic scheme of taxation. By so 
doing, Parliament upset the _tradi- 
tional right of one Canadian company 
to pay dividends to another Canadian 
company free of tax. Instead, divi- 
dends paid to a controlling Canadian 
corporate shareholder could become 
subject to tax at corporation rates on 
numerous occasions. 


ARTHUR W. GILMOUR, C.A. 


While there appears to exist gen- 
eral dissatisfaction with the concept 
of designated surplus which was in- 
troduced into our Income Tax Act in 
1950, there also seems to exist some 
doubt as to what would constitute a 
desirable alternative. 


Description ‘ 

The legislation designed to intro- 
duce the concept of designated sur- 
plus into the Canadian tax structure 
was simple in theory, although some- 
what complicated in language. In 
brief, the theory underlying this new 
legislation appeared to be somewhat 
as follows: 

1. Any accumulated undistributed income 
possessed by a Canadian company which 
ordinarily could be transferred free of 
tax to another corporate shareholder is 
segregated into a separate category call- 
ed designated surplus in the event that 
ownership of more than 50% of the vot- 
ing stock of the company is acquired 
at any time after May 10, 1950, by 
(a) a second Canadian corporation, or 
(b) a second Canadian corporation and 

persons who are unable to deal at 
arm’s length with that second cor- 
poration. 

. Where designated surplus is deemed 
to have been created as a result of 


A paper presented to the C.I.C.A. annual conference, Banff, Alberta, September 1960. 
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one of the above happenings, any trans- 
actions which either distribute or disturb 
any part of the designated surplus are 
subject to tax at corporate rates to the 
extent that a dividend or deemed di- 
vidend is received by the controlling 
corporate shareholder. The portion of 
dividends paid to a minority corporate 
shareholder is not in any way affected 
and continues to be free of tax. 

3. The amount of designated surplus so 
established is fixed and any income 
earned by the subsidiary corporation in 
subsequent fiscal years after the control 
has commenced may continue to be 
transferred free of tax to the controlling 
corporate shareholder or to a minority 
corporate shareholder should one exist. 


Those who favour the retention of 
this type of legislation can point out 
with some justification: 

1. That the legislation was adopted to stop, 
or at least make less attractive, certain 
elementary forms of tax avoidance 
whereby shareholders could escape pay- 
ing tax on accumulations of surplus. 

That it conforms to a certain school of 
economic thought which holds that di- 
vidends are not a unique form of in- 
come entitled to special consideration, 
but instead should be taxed vigorously. 


3. That while the introduction of desig- 
nated surplus caused some upset to 
legitimate business activities, corpora- 
tion executives have learned how to 
live with designated surplus so that it 
now causes no particular inconvenience. 


Those who have to deal with the 
problems created by designated sur- 
plus might point out in rebuttal: 

1. That the introduction of the concept 
of designated surplus has not been com- 
pletely effective in preventing share- 
holders from avoiding tax on surplus 
accumulations. In an attempt to render 
it effective, Parliament has had to in- 
troduce additional sections which in 
turn have only been partly effective in 
accomplishing their presumed objective, 
with the result that our Act has be- 
come needlessly complicated. 


to 
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2. That the existence of designated sur- sold, with the result that the share- 
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plus has placed a needless obstacle in 
the path of legitimate business expan- 
sion. 

3. That the combined effect of those sec- 
tions dealing with designated surplus 
enable a foreigner to acquire control of 
an existing Canadian corporation at a 
much lower rate of tax than applies 
where another Canadian corporation at- 
tempts to accomplish the same thing. 


This last point alone, if justified, 
should surely override all other com- 
ments and justify a critical review of 
of our present legislation respecting 
designated surplus. 


Background 
In 1950, prior to the introduction 

of section 28(2) of the Act, it might 
be said that the outstanding features 
of Canada’s taxation of dividends and 
accumulations of undistributed in- 
come were: 
1. To ignore accumulations of surplus in 
the hands of the corporation which 
earned them as long as the surplus re- 
mained in that form. 
If all or a part of the accumulated 
surplus was distributed directly or in- 
directly to a shareholder who was an 
individual, or if the accumulated sur- 
plus was distributed in the sense of 
being converted into capital stock or 
otherwise appropriated for the benefit 
of a shareholder who was an individual, 
tax was levied thereon at graduated 
rates. 

3. To permit one Canadian corporation to 
pay dividends free of tax to another 
Canadian corporation. 

It must be said in favour of the 
laissez faire policy of ignoring sur- 
plus accumulations until distributed 
to an individual that it is ideally 
suited to a government which knows 
it will always be in the tax-collecting 


to 


- business and can afford to wait, for it 


will collect eventually. However, in- 
dividuals are mortal, while corpora- 
tions are ever being reorganized or 
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holder who has done nothing about 
the surplus accumulations of his com- 
pany may find himself faced with a 
tax burden on accumulated surplus 
which can approach confiscation at a 
time when the funds may most be 
needed by him. 

The fact that tax legislation ignores 
surplus accumulations as long as they 
remained undisturbed in the hands 
ox a company probably has encour- 
aged the less thoughtful shareholder 
of a closely held corporation to forget 
about the ever-growing problem. 


Such a shareholder who concen- 
trated on building up his company’s 
operations and plowing back earnings 
without regard to the future often 
found that surplus accumulations pre- 
vented him from winding up his com- 
pany because of the tax problems in- 
herent in surplus, or, if death occur- 
red, forced his executors to sacrifice 
the business because of the tax bur- 
dens involved in obtaining funds to 
meet estate taxes. A further result of 
this was to force many a closely held 
business to sell out to a larger cor- 
poration, be it Canadian or foreign. 
rather than to continue operations and 
face up to the eventual tax cost re- 
sulting from surplus accumulations. 


In the years prior to 1950, periodic 
attempts were made by Canadian 
legislators to enable or encourage 
closely held Canadian corporations to 
distribute substantial sums of surplus 
to their shareholders. The more re- 
cent Taxation Statistics of the Taxa- 
tion Division shows the capital and 
surplus of those Canadian companies 
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tabulated therein to be as shown 

below. 

As already stated, some sharehold- 
ers of closely held corporations ig- 
nored the tax problems inherent in 
surplus accumulations, but there were 
others, perhaps more sophisticated 
or better advised, who took steps to 
ensure that funds could be withdrawn 
from a closely held corporation at 
little or no tax cost. While many 
methods were employed in past years, 
the favourite ones were: 

1. Placing of a holding company capital- 
ized with redeemable notes or redeem- 
able shares on top of an existing operat- 
ing company. 

. Sale of the shares to an investment 
dealer, or to some vehicle incorporated 
for the purpose, a reorganization of the 
capital structure so as to destroy the 
accumulated surplus, and then the re- 
purchase of the shares from the invest- 
ment dealer. 

Where the holding company tech- 
nique was used, the usual procedure 
was to incorporate a holding company 
with little or no common capital 
stock, but with a large amount of 
notes or redeemable shares. The 
holding company acquired the shares 
of the subsidiary operating company 
for the redeemable notes or shares, 
transferred the assets of the sub- 
sidiary company to the holding com- 
pany by way of tax-free dividends, 
and then distributed the assets to the 
shareholders of the holding company 
free of tax through redemption of the 
notes or shares. Then the former op- 
erating company and the holding 
company remained as empty shells, 
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1958 statistics, based on year 1956 
1959 statistics, based on year 1957 ............ 


companies Capital 


No. of 
Surplus 
(Million $) 
13,554.6 
14,755.4 


tabulated 


65,819 
71,899 


(Million $) 


12,304.5 
12,968.2 
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possessing theoretical surplus, but 
having no assets from which tax 
could be collected. 


Where the investment dealer tech- 
nique was used, the shareholder of 
a closely held corporation which 
possessed a substantial surplus sold 
his shares for an agreed price to a 
company which traded in securities. 
Immediately thereafter, dividends 
were declared which exhausted the 
accumulated surplus, and were either 
paid to the dealer or left outstanding 
as an account payable. Then the 
shares or the shares and the debt 
for the dividend payable were re- 
acquired from the dealer by the orig- 
inal shareholder, for an agreed price 
which allowed the dealer a profit. The 
original shareholder now possessed a 
company which had no surplus ac- 
cumulations and could continue to 
accumulate additional earnings until 
he was ready to repeat the process 
of destroying surplus. 


Irrespective of which method was 
used, the result was the same: the 
shareholder received either funds or 
securities of a type which could be 
redeemed free of tax, while the pre- 
vious accumulations of surplus had 
been destroyed so that the tax col- 
lector received nothing at the time 
of the reorganization, and never 
would collect any tax at any future 
time in respect of the surplus de- 
stroyed. 


Apparently the existence of these 
and other elementary loopholes, which 
could be used by shareholders of 
closely held corporations to destroy 
surplus accumulations whenever con- 
venient, was felt to constitute a long- 
standing challenge to the tax legis- 
lator who had enacted complex legis- 
lation designed to collect tax when 
surplus was distributed to an indi- 
vidual or otherwise disturbed. It 
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would seem to have faced the legis- 
lator with the alternative of abandon- 
ing tax on distributions to individ- 
uals or of attempting to close the 
existing loopholes. Apparently, the 
decision was made in favour of at- 
tempting to close the loopholes by the 
introduction of amending legislation 
in early 1950. Some have thought it 
strange that the attempt was so long 
delayed, while others have wondered 
whether the abuse justified the at- 
tempted cure. 


Introduction and Development 

It was against the foregoing back- 
ground that section 28(2) was intro- 
duced in 1950. This amending legis- 
lation abandoned in part the older 
theory that surplus could pass free of 
tax from one corporation to another, 
and instead provided that where own- 
ership of more than 50% of the voting 
shares of a Canadian corporation was 
acquired by another Canadian cor- 
poration, any accumulations of un- 
distributed income existing at the 
beginning of the fiscal period were 
held to become designated surplus, 
and to be subject to the normal cor- 
poration tax of 50% if ever transferred 
to the new parent company, either by 
way of dividend distributions or by 
ways which were considered by the 
Act to be equivalent to dividend dis- 
tributions. While the pre-acquisition 
or designated surplus was thus frozen, 
subsequent accumulations of earnings 
in periods ending after the control 
was acquired were permitted to con- 
tinue to be transferred free of tax to 
the parent company. 

One method of describing the effect 
of the new legislation is to say that 
surplus accumulated by a corporation 
up to the time that ownership of its 
shares is acquired by another corpora- 
tion must remain in the hands of the 
company which earned it, while sub- 
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sequent accumulations of earnings 
may continue to be transferred free of 
tax to the parent company. 


While the enactment of section 
28(2) made it more difficult for tax 
planners to destroy accumulated sur- 
plus as easily as before, it also im- 
posed needless obstacles in the way 
of many legitimate business trans- 
actions. 

Thus, a corporation in the normal 
course of a business expansion pro- 
gram might purchase the shares of an 
existing corporation which possessed 
substantial surplus. This surplus now 
becomes designated surplus. This 
designated surplus must remain un- 
disturbed in the possession of the sub- 
sidiary company, and so forces the 
new owner to continue to operate 
the subsidiary as a separate entity 
whether he wants to do so or not, or, 
alternatively, forces him to take other 


steps to enable him to live with this 
immovable mass of surplus and still 
operate his business in the manner 
he considers suitable. 


A much more serious effect of the 
legislation has been to diminish 
sharply the sales value of a company 
which possesses a substantial surplus 
accumulation. In the past, the share- 
holders of a closely held corporation 
usually could find a market for their 
shares among other corporations who 
could purchase the shares and then 
take over the accumulated surplus 
without immediate tax complications. 
However, enactment of section 28(2) 
has complicated this situation, so that 
a potential corporate buyer of shares 
must discount considerably the price 
to be paid for shares because of the 
creation of designated surplus. 


A third and more serious result was 
the discovery that foreigners could 
purchase Canadian corporations with- 
out being faced with the problem of 
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designated surplus. Aside from plac- 
ing the Canadian at a disadvantage 
in controlling his own industries, this 
fact also encouraged some to create 
their own foreign holding companies. 


The enactment of any new tax 
legislation inevitably forces taxpayers 
to think along new channels, and in 
the years following 1950, new de- 
vices became popular. Some of these 
include (a) the use of foreign com- 
panies to acquire ownership of Can- 
adian companies, (b) an increased 
use of investment dealers to destroy 
surplus, and (c) the use of amalga- 
mations or mergers to avoid the 
creation of designated surplus. 


The successful use of a new de- 
vice to avoid or minimize tax event- 
ually attracts counter-attack, and re- 
cent Parliaments have followed the 
policy of enacting additional complex 
legislation to stop loopholes as they 
developed. 


In conformity with this policy, 
section 105B was enacted to impose 
an additional 15% tax on a Canadian 
company when a foreign corporation 
acquired ownership of more than 50% 
of its shares. This remarkable piece 
of legislation causes a Canadian 
minority shareholder of a Canadian 
company to suffer a tax penalty of 
15% because a foreign corporation has 
seen fit to acquire ownership of more 
than 50% of the shares from others. 
At first glance, it might seem that 
this legislation removed most of the 
preference possessed by a foreigner 
over a Canadian corporate share- 
holder. However, it was quickly ob- 
served that the effect of this legisla- 
tion could be deflected in whole or in 
part by the use of a non-resident- 
owned investment corporation. As a 
result, the foreigner can still acquire 
control of an existing Canadian cor- 
poration at a maximum Canadian tax 
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cost of 15% of any designated surplus, 
while a Canadian corporation faces a 
maximum tax cost of 50% of the sur- 
plus under similar circumstances. 


Similarly, section 105B was enacted 
to impose a tax of 20% on a Canadian 
company where ownership of more 
than 50% of its shares is acquired by 
an investment dealer and a dividend 
is paid thereafter. Thus, a minority 
Canadian shareholder is penalized be- 
cause a majority shareholder sees fit 
to sell his shares to an investment 
dealer. Once again it is doubtful if 
this legislation is completely effective 
because of the ease with which the 
impact may be avoided. 


More recently, section 105C has 
been enacted, apparently to render 
more difficult the destruction of un- 
distributed income through the amal- 
gamation technique available under 
the Companies Acts of certain Can- 
adian provinces. Once more it is 
doubtful that this amendment will be 
effective. 

Faced with the existence of legis- 
lation creating designated surplus, 
Canadian business has had to adopt 
certain protective measures to pre- 
vent future accumulations of undis- 
tributed income from being held to 
be designated surplus at some future 
time, and to deal with existing desig- 
nated surplus. 


Some of the more common and 
effective methods adopted since 1950 
to prevent the growth of potential 
designated surplus involve the hold- 
ing company technique applied in the 
following ways: 


1. At the time an operating company is 
being incorporated, a holding company 
is also incorporated so that the shares of 
the operating company are held by the 
parent company. Thereafter, accumula- 
tions of earnings are allowed to remain 
in the hands of the subsidiary company 


and only moved to the parent when it 
in turn desires to make a distribution to 
its shareholders. In this way the surplus 
accumulations of the operating company 
remain with it and if the group should 
ever be sold, the shares of the parent 
company which represent ownership of 
the subsidiary only are sold, with the 
result that the new owners may draw 
freely on the surplus of the operating 
company without designated surplus 
being created. 


. Where a parent and subsidiary company 


are in existence, the directors adopt the 
policy that future surplus accumulations 
remain with the subsidiary company so 
that the surplus of the parent company 
is never increased, with the result that 
designated surplus is not aggravated. 
Should the shares of the parent com- 
pany ever be sold to new interests, they 
may acquire the shares of the parent 
company and so be able to draw upon 
the accumulated surplus of the sub- 
sidiary company without incurring tax 
liability by so doing. 


. Where an operating company exists 


which has an accumulation of surplus, 
steps can be taken to prevent this sur- 
plus from increasing by turning it into 
a holding company and transferring its 
operating assets to a newly incorporated 
subsidiary which accumulates the future 
earnings derived therefrom. Then, 
should the enterprise ever be sold, the 
shares of the parent company only are 
sold, and the surplus accumulated in the 
hands of the subsidiary company will 
not constitute designated surplus to the 
new owners. 


. Where an operating company exists with 


an accumulation of surplus, steps can be 
taken to prevent future increases 
from constituting additional designated 
surplus by creating a simple holding 
company which merely holds some of 
the shares of the operating company. 
The introduction of the holding com- 
pany establishes and freezes designated 
surplus at the time the holding com- 
pany is introduced, so that future ac- 
cumulations of surplus remain with the 
operating company and will not con- 
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stitute designated surplus at some future 
time if the enterprise be sold to new 
interests. 


Where one Canadian corporation 
has acquired control of another Can- 
adian corporation which possesses a 
surplus at any time after May 10, 
1950, designated surplus is auto- 
matically created, and effectively pre- 
vents the liquidation of the subsidiary 
company or the simple transfer of the 
assets of the subsidiary company to 
the parent. Faced with the existence 
of designated surplus, the parent cor- 
poration has several alternatives avail- 
able to it to enable it to carry on 
operations as it desires without too 
much inconvenience being caused by 
the unavoidable existence of desig- 
nated surplus. Some of these alterna- 
tives are: 


1. The new corporate owner may cause the 
subsidiary to continue to carry on its 
operations as a separate entity and not 
seek to integrate its assets and opera- 
tions with those of the parent. Future 
accumulations of earnings can remain 
in the subsidiary or can be transferred 
free of tax to the parent company while 
the designated surplus remains untouch- 
ed. Should the parent company ever 
decide to dispose of the investment in 
the subsidiary to others, it can withdraw 
the earnings accumulated after acquisi- 
tion free of tax, and so be able to sell 
the subsidiary with the same amount of 
designated surplus which existed at the 
time of the original acquisition. 


Where the new corporate owner feels it 
desirable to integrate the operating 
assets and business of the subsidiary 
with the parent company, arrangements 
may be made to have the operating 
assets of the subsidiary sold to the 
parent company and other assets of the 
parent company which are not required 
for the direct operations sold to the sub- 
sidiary so as to eliminate the inter-com- 
pany account. Thus a parent company 
might acquire the operating assets of 
the subsidiary at their depreciated value 
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and transfer an asset such as land, 
buildings or investment in shares of 
other subsidiary companies in payment 
for the operating assets. While such 
transfers may result in a complex inter- 
company holding situation, these trans- 
fers will enable the operating assets of 
all the companies of the group to be 
centralized in one company and con- 
tinue the subsidiary as a quasi holding 
company. 

. Where the new parent company con- 
siders it desirable to consolidate the 
operating assets of one or more sub- 
sidiary companies into one organization, 
the consolidation may on occasion be 
carried out by means of a merger, pro- 
vided the companies to be merged were 
incorporated under the provisions of a 
provincial Companies Act which per- 
mits a merger to be effected. A merger 
of two or more provincial companies 
effected with due regard to the provi- 
sions of section 85I and section 105C 
will successfully destroy any designated 
surplus which may previously have exist- 
ed in the various companies being 
merged, although the undistributed in- 
come previously possessed by the merg- 
ing companies is deemed to be carried 
forward into the amalgamated com- 
pany. Thereafter the amalgamated com- 
pany may be liquidated into the parent 
company without any tax consequences 
being involved, other than to increase 
the undistributed income of the parent 
company. 

So the matter rests at the present 
time. Section 28(2) was enacted to 
prevent the destruction of accumu- 
lated undistributed income of closely 
held corporations. It was made ap- 
plicable to all corporations, and in an 
attempt to render it effective sections 
105B and 105C were also enacted. 
These sections have not been effec- 
tive, as any Canadian closely held 
corporation can eliminate its total 
surplus at a maximum tax cost of 15% 
through utilizing the various sections 
of the Act, including some of the sec- 
tions designed to stop such action. 
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On the other hand, the enactment of 
section 28(2) places a serious ob- 
stacle in the way of legitimate busi- 
ness transactions and has forced them 
to adopt some of the devices just 
described to enable them to deal 
with these problems. Similarly, the 
unforeseen but nevertheless serious 
result of this legislation has been to 
place foreigners in a preferred posi- 
tion relative to Canadians in acquir- 
ing control of existing Canadian cor- 
porations. Surely this is a prohibitive 
price for Canadians to pay for a 
partly successful attempt to close a 
loophole which at the best was open 
only to a few. 


The simvle way to correct the pres- 
ent unsatisfactory situation would be 
to abolish section 28(2) and the re- 
lated sections 105B and 105C. Un- 
fortunately, due to the publicity 
which has been given to this subject, 


this simple course would probably 
result in a rush on the part of well- 


advised shareholders to revive the 
old holding company or investment 
dealer device, so that Canada would 
collect little, if any, tax on surplus 
accumulations in future vears from 
them, while less sophisticated share- 
holders would continue to pay the 
full taxes. 


Accordingly, any action to abolish 
or amend the provisions of section 
28(2) can only be taken in the light 
of a comolete study of all the pro- 
visions of the Act relating to the 
taxation of dividends. 


Taxes Collected 

It is difficult to estimate the 
amount of taxes currently being col- 
lected by Canada, as the present 
Taxation Statistics has not been 
designed to show this particular as- 
pect. However, published statistics 
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indicate certain facts, 

which are: 

1. Canadian companies have in the past 
and continue to accumulate surplus. Of 
the 71,899 companies tabulated, the ac- 
cumulated surplus at the end of 1957 
was $13,884.9 millions and this amount 
was increased by something over $700 
millions in the years 1956 and 1957. 

. Canadian companies distribute sub- 
stantial sums of dividends each year. 
These were $1,232.4 millions in 1956 
and $1,275.1 millions in 1957 for the 
companies tabulated. 

. Canadian individuals received a relative- 
ly small portion of the total dividends 
paid. The published statistics do not 
distinguish between Canadian and 
foreign dividends received by indi- 
viduals, so the proportion cannot be 
determined exactly. However, the ratio 
seems to be approximately 20%. 

. The total taxes collected from indi- 
viduals on dividends received can only 
be estimated but appear to be between 
$44 millions and $48 millions. 

The amount of dividends actually 
received by individuals would ap- 
pear to be surprisingly low. In spite 
of the very heavy rates of personal tax 
levied thereon, which range from 
174% to 52%, the total personal tax 
collected is insignificant when con- 
trasted to the taxes paid by corpora- 
tions. It would seem that it is these 
heavy rates which lead the substantial 
shareholders to seek ways and means 
to avoid receiving dividends. This in 
turn raises the thought whether all 
the effort expended to collect and 
avoid paying this sum is justified. 


significant 


Suggestions 

It would seem that Canadian legis- 
lators in reviewing existing legisla- 
tion have first to settle on the long 
range policy which they feel to be in 
the best interests of the Canadian 
economy, and thereafter design the 
legislation to suit the policy chosen. 
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The policies which are available 
are (a) to adhere firmly to the his- 
toric principle that surplus accumu- 
lations must constitute an ever-grow- 
ing fund from which the government 
intends to collect a tax whenever this 
fund is disturbed or distributed to 
individual shareholders, or (b) to 
abolish tax on surplus distributions 
to individuals. 


Surplus Fund Theory 


If Parliament decides to adhere to 
the principle that surplus constitutes 
a fund which must be protected and 
on which it intends to collect a tax at 
some time, it should: 

1. Abolish the distinction between divi- 
dends paid in the normal course of busi- 
ness and deemed dividends paid under 
various circumstances which require the 
computation of undistributed income. 

. Replace the present patchwork legisla- 
tion by more simple legislation designed 
to protect the surplus fund. This legisla- 
tion might provide that surplus may be 
transferred freely from one corporation 
to another as long as it retains its form 
of surplus. Should a transfer between 
companies result in what was formerly 
surplus being converted into some form 
which is no longer surplus, tax can be 
imposed on the shareholders at that time 
or at a future time when the share- 
holders effectively receive the distribu- 
tion. 


. Adopt some more realistic rates of tax 
applicable to all distributions of sur- 
plus. The reduced rates hitherto offered 
by the 20% dividend credit and by the 
various rates applicable to special dis- 
tributions have apparently never been 
sufficiently attractive to encourage sub- 
stantial shareholders of closely held cor- 
porations to withdraw surplus or to pro- 
duce significant tax revenues. It seems 
to the writer that an increase in the 
present 20% dividend credit to 40% or 
45%, or, alternatively, the provision of 
a maximum rate of tax on surplus dis- 
tributions fixed at about 5%, would solve 
these problems. 
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Legislation of this nature could be 
made simple and would be effective 
because the tax cost on distributions 
of surplus would be low. 


Abolition of Tax 


As an alternative to increasing the 
Canadian dividend credit or estab- 
lishing a low maximum rate of tax, 
our legislators might give serious con- 
sideration to abolishing the taxation 
of dividends paid by Canadian cor- 
porations to Canadians. 


It would appear that the taxes 
which Canada presently collects on 
surplus distributions comprise the 5% 
and 15% taxes withheld from dividend 
distributions to non-residents of Can- 
ada; the 15%, 20% and 30% taxes paid 
by companies under the'various pro- 
visions of section 105; the 50% tax 
paid by corporations on dividends re- 
ceived from designated surplus; and 
the taxes at graduated rates paid by 
individuals on dividends received. 


It is difficult to estimate the taxes 
collected on distributions to non- 
residents, but they are probably sub- 
stantial. There seems to be little rea- 
son to disturb these. The published 
statistics do not disclose the amounts 
of tax collected under section 105 or 
on designated surplus, but it seems 
doubtful that these form a significant 
sum. 


It would seem that annual taxes 
paid by individuals on dividends are 
somewhere between $40 and $50 
millions. The loss of revenue of from 
$40 to $50 millions caused by the 
abolition of the tax could be replaced 
elsewhere. The benefits resulting 
from the simplification of the Act, and 
in particular the elimination of the 
administrative work in dealing with 
dividends would more than compen- 
sate for the loss of revenue. 
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Fees 


G. MEREDITH SMITH, C.A. 


THE PROFESSIONAL man spends a con- 
siderable period of time on his educa- 
tion and training during part or all of 
which he receives a low rate of re- 
muneration. Once he gets into prac- 
tice, either by himself or with others, 
he is entitled to an income which 
compensates for the experiences of his 
early years although it is unlikely 
that it will reach a superior level until 
he has been in practice for some 
time. 

The professional man may offer 
many different types of service, but 
only one class of service, that is, the 
best he is capable of performing. The 
surgeon operates on a poor man exact- 
ly the same way as on a wealthy one; 
yet he may get no fee from the 
former and a substantial fee from the 
latter. He applies all his skill to each 
situation with which he is confronted. 
Similarly the public accountant must 
take the same pains in examining and 
reporting on the affairs of a poor-pay- 
ing client as on those of a client who 
pays a proper fee. 

It is essential that the professional 
man make an adequate charge for his 
services, special consideration being 
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given to charity cases and to educa- 
tional and religious organizations. He 
should attempt to put all his clients 
on a reasonable-fee basis. This may 
require considerable patience in some 
instances, but he should not continue 
to service clients who can but will 
not pay reasonable fees. Undercharg- 
ing and fee cutting are bound to 
lower standards and otherwise work 
to the detriment of the profession. 
When fixing his fee, the professional 
man is entitled to take into account 
not only his long period of training 
but also the fact that he must perform 
some work on a charitable basis. 

While financial rewards must be 
subordinated to service considera- 
tions, there is nothing to be ashamed 
of in having material goals; in fact, 
they are desirable provided they are 
kept in proper relationship to the 
other objectives of a professional per- 
son. 


A professional practice must be 
economically sound, and financial re- 
ward is an important factor in attract- 
ing the person who will help raise 
professional standards and provide 
the quality of service which the pub- 
lic deserves. The importance of re- 
cruiting relatively superior types of 
persons assumes great significance in 
a rapidly growing profession, such 
as accountancy. The number of char- 
tered accountants in Canada rose 
from 3,700 in 1949 to 8,500 in 1959. 
There were 2,900 chartered account- 
ants in practice in 1959 and 1,500 em- 
ployed by practising members, the 
balance of 4,100 being employed out- 
side the profession. 


_ Responsibilities 


The quality of the practitioner’s 
service should be of the highest 
order, the result of his being an in- 
telligent and highly qualified person 
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who has kept up to date since the 
completion of his training period. His 
staff assistants should be subject to 
such direction and supervision as may 
be necessary in accordance with their 
ability, training and experience. 

If the practitioner overcharges con- 
sistently, he will lose clients. While 
it is not usually possible for a client 
to make a fair comparison of the fees 
of one practitioner with those of an- 
other, nevertheless many individuals 
know the audit fees paid by various 
companies to their auditors, and they 
do make comparisons. Usually they 
lack a full knowledge of all the fac- 
tors involved, e.g. type of accounting 
system, relative strength of internal 
control, type of service performed, 
whether only the minimum require- 
ments of an audit are fulfilled or 
whether the client receives some- 
thing beyond this presumably be- 
cause he wants it. On the other hand, 
if the practitioner undercharges reg- 
ularly, he will lower the standards of 
his practice, and if many practitioners 
do this, they will lower the standards 
of the profession. 


Relationship with Clients 

No one likes to spend money for 
a service which he does not find valu- 
able; few people mind paying for 
something that they recognize as use- 
ful and profitable. The more useful 
and valuable a service, the more one 
is willing to pay for it. 

Under the Canadian Companies 
Act and the Acts of the various prov- 
inces, incorporated companies are re- 
quired to have auditors examine their 
financial statements and report on 
them annually to the shareholders. 
Member firms of stock exchanges and 
the Investment Dealers Association of 
Canada also have to be audited. 
The auditor must demonstrate that 





he will be of use to the client in 
performing the audit. He must make 
a careful review of the client’s ac- 
counting system and internal con- 
trol and an intelligent analysis of his 
financial statements. He must exercise 
infinite patience with those persons, 
fortunately diminishing in number, 
who consider the annual audit to be 
an annual nuisance. It is essential for 
the practitioner or the partner in 
charge to visit personally every client 
on a regular basis; it is not enough 
to review the audit working papers 
and send out the statements with a 
perfunctory letter of enclosure closely 
followed by the bill. 


Where an increase in an annual 
audit fee is proposed or where a fee 
is to be rendered for special services, 
it is beneficial to discuss the matter 
with the client before rendering the 
account. It is important to have frank 
discussions on fees with the client, 
to review with him the services per- 
formed and the various factors taken 
into consideration in the setting of the 
fee. These factors include, if the client 
asks, the hourly rates for various 
categories of staff and partners. Ac- 
counts should be rendered promptly, 
and there are advantages in the grow- 
ing practice of rendering billings on 
account of the annual audit during 
the course of the year and following 
the same procedure for special work 
which extends over a period of time. 
Frequent billings help to finance the 
practitioner's business and result in 
smaller individual billings to the 
client, which is psychologically good. 

The practitioner should discourage 
the setting of the audit fee at the time 
of his appointment although such 
practice is encouraged by the Com- 
panies Act and some of the provincial 
Corporation Acts which provide that 
the auditor’s remuneration shall be fix- 
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DETERMINING PROFESSIONAL FEES 


ed by the shareholders at the annual 
meeting or by the directors if they 
are authorized to do so by the share- 
holders. In relatively few cases the 
shareholders name the fee. What 
usually happens is that the auditors 
are appointed by the shareholders 
without any reference to a fee, or the 
shareholders authorize the directors 
to fix the remuneration, but the direct- 
ors do not take action as a board. 
The president or some other execu- 
tive officer usually settles the auditor’s 
remuneration with him. It is desir- 
able to leave the exact determination 
of the fee until the completion of the 
work. It should not be difficult to 
make a sufficiently accurate estimate 
in advance for budget purposes, the 
understanding being that the prac- 
titioner could vary his fee from the 
estimate to the extent that condi- 
tions warrant. Where the auditor is 
obliged to estimate a fee or to agree 
to it in advance, he should allow for 
any anticipated increase in his costs 
and any likely material changes in the 
audit work. Every effort should be 
made to avoid quoting a fixed fee on 
an initial assignment. After assessing 
the situation, he should have no ob- 
jection to naming a limit which the 
fee will not exceed, but to name a 
fixed figure is bound to result in un- 
fairness either to the practitioner or 
to the client. 

In some circumstances, such as on 
a special investigation or a pros- 
pectus, it is not possible to determine 
in advance what time and problems 
will be involved. If the client has 
confidence in the firm or the practi- 
tioner with whom he is dealing, he 
knows that he will not be over- 
charged. 

Beware the client who _ shops 
around for the lowest fee. Such clients 
are likely to go in the same way they 
came. 


Relationship with Practitioners 
The rules of professional conduct 
of most of the Provincial Institutes 
of Chartered Accountants contain 
prohibitions against: 
(a) Competitive bidding for profes- 
sional appointments. 


(b) Contingent fees. 


(c) Sharing of fees with persons who 
are not chartered accountants or 
members of some other recog- 
nized society of accountants. 


Every practitioner should be fam- 
iliar with the rules of his own Insti- 
tute or those of the Institutes of other 
provinces in which he is carrying on 
business. 

One of the prime factors in deter- 
mining the fee for regular audit work 
is the time spent on the work by the 
audit staff and by the practitioner or 
partner himself. This involves the 
compilation of a scale of fees to be 
used as a minimum basis of charge 
for regular audit work. The com- 
petition between practitioners should 
be on the basis of efficiency, con- 
fidence and reputation, not on the 
basis of fees. The client should be 
assured of a good job and a fair fee. 


What Fees Must Provide 

The practitioner’s fees must pro- 
vide, over a period, for the expenses 
of his business and give reasonable 
compensation for the practitioner 
himself. 

The expenses of the business will 
include the salaries of the audit staff 
and other expenses, such as office 
rental, postage, printing and station- 
ery, travelling expenses, internal or 
administrative staff salaries and sun- 
dry costs incurred in the operation of 
the business. 

The salaries of the audit staff rep- 
resent by far the largest single item 
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of expense, probably at least 50% of 
the cost of operation of most public 
accounting businesses. It is very im- 
portant to attract a sufficient number 
of good men to the auditing profes- 
sion. It is difficult to do this at pres- 
ent starting salaries which, though 
they have increased materially in re- 
cent years, are substantially less than 
those offered by industry. 


At the present time our profession 
is not attracting enough university 
graduates of the type and education 
required to cope with the growth of 
the profession and to continue the 
process of raising its standards. Un- 
doubtedly one reason for this, and 
probably the most important one, is 
the disparity in starting salaries be- 
tween chartered accountants’ firms 
and industry. Many commerce grad- 
uates, or equivalent, go directly into 
industry rather than entering account- 
ing firms as students and having a 
subsequent choice of then practising 
or going into industry. 

Conditions are unlikely to change 
to the point where the student ac- 
countant receives as high a salary as 
one in industry, but the gap must be 
further narrowed, not only for start- 
ing salaries but for salaries of those 
who make a career of working for a 
practitioner without actually going 
into practice for themselves or be- 
coming partners of a firm. The suc- 
cessful employee of an accounting 
practitioner must receive the same 
rewards as his counterpart in industry. 


It is equally important that the ac- 
countant’s charges cover all his other 
items of expense as well. The cost of 
operating a practice has grown ma- 
terially over the years. Rents have 
risen, and stenographers’ and other 
administrative salaries and other 
items of expenses have increased. 
Most firms have duplicating and 
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copying equipment, and practitioners 
must subscribe to numerous publica- 
tions and to one or more tax services. 
The accountant will want to take his 
turn in serving on Institute com- 
mittees and attend some of the meet- 
ings of the Institute and other or- 
ganizations such as the Canadian Tax 
Foundation. All these expenses are 
necessary if he is to fulfil his func- 
tions and keep up to date, and they 
must be covered by the fees he 
charges. 


It is customary to charge, as a sep- 
arate-item on the bill, travelling and 
any other out-of-pocket expenses re- 
lating to a particular assignment. 


With regard to the income of the 
practitioner, information on earnings 
is made available by the Department 
of National Revenue in its annual 
booklet entitled Taxation Statistics. 
For 1957, the earned income of ac- 
countants in practice averaged $9,900, 
which is less than that of lawyers 
and notaries ($11,300), consulting 
engineers and architects ($12,100), 
and doctors and surgeons ($12,- 
800). The average earned income of 
the various groups of professional 
persons has been arrived at by divid- 
ing the total earned incomes of all the 
persons filing returns in each group 
by the number of returns filed by the 
group in question. 

On the basis of this same source of 
information, the average earned in- 
come of practising accountants in- 
creased by about 40% from 1952 to 
1957 as did the average income of 
doctors and surgeons. During this 
same period the average income of 
lawyers and notaries increased by al- 
most 50% while the earnings of con- 
sulting engineers and architects in- 
creased by only 17%. The number of 
persons filing tax returns as account- 
ing practitoners increased by 31%, 
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from 2,560 to 3,364, a substantially 
greater increase than in any of the 
other professional categories for 
which information is available from 
the Taxation Statistics. The govern- 
ment statistics for accountants em- 
brace all persons reporting as being 
accountants in practice in Canada; 
some of these persons would not be 
chartered accountants, though the 
great majority are. 


Amount of the Fee 

There can be no precise formula in 
fee determination; judgment is an im- 
portant item. Some of the more sig- 
nificant factors to be considered are: 
1. Value to the client of the service 

rendered. 

2. Cost to the practitioner, involving 
the time he spent and the profit 
reasonably expected. 

. Type of service and the skill re- 
quired. It is unreasonable to com- 
pute a fee for bookkeeping ser- 
vices on the same basis as a fee 
for audit services. Special services, 
such as tax work or systems review 
and installation, should command 
a higher fee than routine audit 
work. 

. Size and nature of the transactions 
involved and the financial position 
of the client. 

. Responsibility assumed. 

. Experience, knowledge and repu- 
tation of the practitioner or his 
firm. 

. Special circumstances such as on 
initial audit engagements involv- 
ing time for which some allowance 
may seem advisable. 

The time spent on the work by the 
practitioner and his staff is one of the 
most important factors in fee deter- 
mination, particularly on routine 
audit work, but it is by no means the 
only one. It is susceptible of accurate 
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determination and can be converted 
into dollars by the application of a 
scale of rates designed to cover the 
practitioner’s costs and to provide him 
with a profit. For these reasons it is 
usually the starting point in assessing 
what a fee should be. 


A scale of hourly rates can be 
established for the practitioner and 
the various categories of his staff, by 
adding to what might be termed the 
direct expenses, i.e. the salaries of his 
staff and himself (on top of which he 
expects to earn a profit), the indirect 
expenses and his income goal al- 
located on the basis of the direct ex- 
penses. An average rate is usually 
established for each of the various 
categories, based on all of the persons 
in the category concerned and the 
number of chargeable hours each is 
expected to have. Annual chargeable 
hours might amount to 1,200 or so 
in the case of partners and 1,600 or 
so in the case of staff members; there 
are bound to be variations between 
practitioners. Both expenses and 
chargeable hours should be estimated 
in advance to provide figures on 
which to compute hourly rates. Some 
practitioners find it satisfactory to es- 
tablish hourly rates merely by taking 
some multiple of direct salary cost 
(like two and a half times), but if 
such a basis is used, it should be 
checked from time to time to ensure 
that it covers all direct and indirect 
costs and provides a profit. As a 
matter of fact, any scale of hourly 
rates should be reviewed frequently. 
Each practitioner or firs should 
establish an income goal which 
should be taken into consideration in 
computing the scale of hourly rates. 


-Whether or not this goal is achieved 


will depend on various matters, but 
there should be one in any event. 


In reviewing the time on assign- 
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ments, a study should be made of 
situations, bound to arise from time 
to time, where too much time was 
spent because of inadequate super- 
vision or some other fault of the prac- 
titioner. 

The position of the chartered ac- 
countant is similar to that of the 
lawyer. There is much more than 
the time taken and the amount of the 
transaction to be considered in the 
determination of a fee. There are no 
suggested fee schedules for chartered 
accountants in Canada, nor should 
there be. Such schedules could only 
provide hourly rates for time spent 
which would overemphasize the im- 
portance of this factor. 

At one time audit fees tended to 
remain constant for some years. This 
is no longer so, and recently it has 
been necessary to raise them quite 
regularly and sometimes quite sub- 
stantially. As costs increase, it be- 
comes more and more important to 
ensure that work is carried out 
efficiently, and unquestionably great 
strides have been made in this direc- 
tion. The day of stamping all the pet- 
ty cash vouchers has long since pass- 
ed as has the day of the apprentice 
working for practically nothing. The 
practitioner should try to avoid hav- 
ing a client’s audit fee fluctuate wide- 
ly from year to year. If only a small 
increase in an annual fee is justified, 
it might be better to wait a year be- 
fore making any adjustment by which 
time a reasonable increase will prob- 
ably be required. On the other hand, 
the practitioner should not wait so 
long to make an increase that the 
client is startled at the proposed 
change. As far as possible, audit fee 
increases should be based on changes 
in conditions during a one-year peri- 
od. Similarly, small decreases in audit 








fees are not usually made, but the 
client should be given the benefit of 
any material reductions which seem 
warranted. 


Conclusion 

The professional man is entitled to 
reasonable remuneration for his ser- 
vices, but it never pays to charge an 
unreasonably large fee as accept- 
ability is an important factor. The 
professional man is justified in in- 
creasing his fees as the demand for 
his services grows. 

The professional man should do all 
he can to improve the standards and 
to lift the status of his profession. 
He must have a fair sense of values. 
It is important to do a good job, and 
a good job merits a reasonable return. 
The goodwill of his clients is won by 
good service, not by overcharging or 
even by undercharging. 

Before discussing a fee with a 
client, the practitioner should ensure 
that he has all the facts. Naturally 
there is resistance to higher fees but 
if the auditor approaches his client 
confident that the proposed fee is fair 
and reasonable and if the client has 
faith in his auditor’s reputation and 
integrity, it is seldom that the auditor 
will be unable to make a satisfactory 
arrangement. The practitioner should 
put himself in the client’s position, 
listen to his point of view and give 
due consideration to special circum- 
stances. 
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ANDRE FORGET, Q.C. 


Legal Aspects of Free Competition 
in Canadian Business 


In this article, the author considers 
basic philosophies of the law as con- 
strued by the courts and comments 
upon interpretation of certain sections 
of the Combines Investigation Act. 
His views will be of special interest 
to the Canadian business community. 


Parliament this year has amended 
the crucial provisions of the law deal- 
ing with trade combinations, mergers 
and monopolies. Although certain of 
the amendments are of importance, it 
may be said in general that Parlia- 
ment has reaffirmed its creed in 
respect of free competition as the 
legal regimen under which Canadian 
business must operate. It is the pur- 
pose of this article to consider the 
substantive provisions of the law deal- 
ing with trade combinations as 
amended and to draw attention to 
their more significant aspects. 

These provisions are found in sec- 
tion 32 of the Combines Investigation 
Act which reads as follows: 

32.(1) Every one who conspires, com- 
bines, agrees or arranges with another 
person 
(a) to limit unduly the facilities for trans- 

porting, producing, manufacturing, 
supplying, storing or dealing in any 
article, 


(b) to prevent, limit or lessen, unduly, the 
manufacture or production of an article, 
or to enhance unreasonably the price 
thereof, 
to prevent, or lessen, unduly, competi- 
tion in the production, manufacture, 
purchase, barter, sale, storage, rental, 
transportation or supply of an article, 
or in the price of insurance upon per- 
sons or property, or 

(d) to restrain or injure trade or commerce 
in relation to any article, 

is guilty of an indictable offence and is 

liable to imprisonment for two years. 

(2) Subject to subjection (3), in a 
prosecution under subsection (1) the court 
shall not convict the accused if the con- 
spiracy, combination, agreement or arrange- 
ment relates only to one or more of the 
following: 

(a) the exchange of statistics, 

(b) the defining of product standards, 

(c) the exchange of credit information, 

(d) definition of trade terms, 

(e) cooperation in research and develop- 
ment, 

(f) restriction of advertising, or 

(g) some other matter not enumerated in 
subsection (3). 

* (3) Subsection (2) does not apply if 

the conspiracy, combination, agreement or 

arrangement has lessened or is likely to 
lessen competition unduly in respect of one 
of the following: 
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(a) prices, 

(b) quantity or quality of production, 

(c) markets or customers, or 

(d) channels or methods of distribution, 
or if the conspiracy, combination, agree- 
ment or arrangement has restricted or is 
likely to restrict any person from entering 
into or expanding a business in a trade or 
industry. 

(4) Subject to subsection (5), in a prose- 
cution under subsection (1) the court shall 
not convict the accused if the conspiracy, 
combination, agreement or arrangement re- 
lates only to the export of articles from 
Canada. 

(5) Subsection (4) does not apply if the 
conspiracy, combination, agreement or ar- 
rangement 
(a) has resulted or is likely to result in 
a reduction or limitation of the volume 
of exports of an article; 
has restrained or injured or is likely to 
restrain or injure the export business 
of any domestic competitor who is not 
a party to the conspiracy, combination, 
agreement or arrangement; 
has restricted or is likely to restrict any 
person from entering into the business 
of exporting articles from Canada; or 
(d) has lessened or is likely to lessen com- 

petition unduly in relation to an article 
in the domestic market. 

These provisions deal with what 
may be called “horizontal” situations, 
i.e., situations existing at a single level 
of trade, be it the manufacturing level 
or the wholesale, retail or other distri- 
bution level. Other provisions of the 
Act are concerned with “vertical” 
situations, i.e., relationships between 
one level and another, such as be- 
tween a manufacturer or distributor 
and his customers. In general, the 
“vertical” provisions have to do with 
discriminatory discounts, advertising 
allowances, certain misrepresentations 
as to prices and resale price mainten- 
ance. It is not proposed to discuss 
these here, this article being confined 
to a consideration of the “horizontal” 
enactments referred to above. 


(b) 


(c) 
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Attitudes of the Courts 

It must be pointed out at the out- 
set that the law as construed by the 
courts considers free competition to 
be a blessing in itself which must not 
be interfered with, regardless of 
whether or not the interference in 
actual effect results in injury to the 
public. The mere fact of interference 
is injury enough. Thus it is no defence 
for a group of companies charged 
with fixing prices to say that the 
prices are reasonable and are the 
same as they would be if the price 
fixing did not exist, or even lower. 
It is sufficient that the public right 
and interest in free competition has 
been infringed; an enquiry into whe- 
ther the public has in fact been in- 
jured as a result is therefore unneces- 
sary and would be ruled out by the 
court as irrelevant. In other words, the 
behaviour of the companies, parties to 
the trade combination, forms no part 
of the offence: the very existence of 
the combination is the gist of it. The 
benignity of the combination in its 
dealings with the public will not save 
it nor even the fact that the public 
has been well served and has bene- 
fited from the activities of the com- 
bination. 

A further basic point, which the 
courts have established and which is 
important to note, is that a company 
is vulnerable under the Act when, 
alone or in concert with others, it 
finds itself in the position of being 
able to carry on its business free from 
the competition of others. The power 
to enjoy the advantages of a market 
free from competition in certain forms 
is a necessary ingredient of the of- 
fence, but it is a sufficient one. This 
power need not have been used or it 
may have been used wisely and bene- 
volently: this makes no difference. 
Now, this power may arise in either 
of two ways. First, competitors may 
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agree together not to compete in cer- 
tain respects (e.g. price-wise); a trade 
combination results from this agree- 
ment, and the agreement may be 
termed legally a conspiracy. Or the 
power may result from the existence 
of a monopolistic situation, i.e. one 
where a single company controls the 
market. The monopoly itself may arise 
from one company gobbling up others 
or from other conditions, such as grea- 
ter efficiency in one of the companies 
leading to the downfall of the others, 
or again from purely fortuitous cir- 
cumstances. In its zeal to prevent 
the formation of monopolies, the law 
contains provisions striking down as 
unlawful certain “mergers”, i.e. ac- 
quisitions of control by one company 
over another when the result is to 
bring about the existence of the power 
described above. 


Andre Forget, Q.C., is a partner in 
the law firm of Howard, Cate, Ogilvy, 
Bishop, Cope, Porteous & Hansard. 
He was educated at St. Mary’s and 
Brebeuf colleges and at the Univer- 
sity of Montreal from which he gra- 
duated with an LL.L. degree in 1936. 
Admitted to the Que- 
bec Bar in January, 

1937, he was appoin- 

ted Queen’s Counsel 

in 1953. He is a Fel- 

low of the Patent and 

Trade Mark Institute 

of Canada and a lec- 

turer at the University of Montreal. 
During the War, he served as legal 
adviser to various British and allied 
government missions in the United 
States in respect of their purchases of 
war supplies. Mr. Forget has had con- 
siderable experience in assisting com- 
panies with their combines problems 
and has, on occasion, acted as un- 
official spokesman for Canadian busi- 
ness on the subject. 


Attitude of Businessmen 

The basic philosophy of the law 
as above set forth (it is sometimes 
referred to as the “per se” doctrine) 
does not appeal to many honest and 
thoughtful businessmen who feel that 
the true effects on the public welfare 
of any trade combination (and the 
same applies to mergers and mono- 
polies) ought to be considered as an 
important factor in the determination 
of its lawfulness or otherwise; an 
automatic finding that the public has 
been hurt by the mere existence of 
the combination seems to them to be 
artificial and unrealistic. They are en- 
couraged in this feeling by various 
examples set by the Canadian Govern- 
ment itself in creating monopolies or 
quasi-monopolies in certain fields such 
as air transportation, radio and tele- 
vision and in fixing prices for various 
commodities or services such as wheat 
and rail and air transportation. 

The suspension of the anti-combines 
laws in times of emergency for the 
sake of greater efficiency also makes 
them wonder why such greater ef- 
ficiency is not desired in normal times, 
especially when Canada is being in- 
vaded by foreign products manufac- 
tured cheaply in countries with lower 
living standards or greater domestic 
markets. Many businessmen have diffi- 
culty in understanding that, no mat- 
ter how well-intentioned they may be 
and how beneficially to the public at 
large their arrangements with their 
competitors may operate, they cannot 
legally engage in any activities similar 
to those above described. Their 
government may, but not they. Be 
that as it may, businessmen must ob- 
serve the law as it is, and not as they 


-and others with them feel it should 


be. 


Legal Restraints on Competition 
There are two situations which 
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the Act outlaws as infringements of 
the principle of free competition. The 
first results from a conspiracy among 
competitors; the second from the fact 
of monopoly. Mergers are also dealt 
with in the Act as under certain con- 
ditions tending to monopoly. Mergers 
and monopolies wi!l not be considered 
in this article. But before considering 
section 32, one must take cognizance 
of certain restraints on the freedom 
of competition which the law itself 
imposes. These restraints. have noth- 
ing to do with unfair competition, 
passing off or the infringement of 
trade marks, which are governed by 
separate legislation; they are restraints 
on competition by “fair” means. They 
are found in section 33A(1)(b) and 
(c) which reads as follows: 


33A(1) Every one engaged in a business 
who 


no yk. 

(b) engages in a policy of selling articles 
in any area of Canada at prices lower 
than those exacted by him elsewhere 
in Canada, having the effect or ten- 
dency of substantially lessening com- 
petition or eliminating a competitor in 
such part of Canada, or designed to 
have such effect; or 

engages in a policy of selling articles 
at prices unreasonably low, having the 
effect or tendency of substantially les- 
sening competition or eliminating a 
competitor, or designed to have such 
effect, 


is guilty of an indictable offence and is 
liable to imprisonment for two years. 


These subsections make it unlawful 
to sell at lower prices in any area of 
Canada than in another or to sell 
at “unreasonably” low prices any- 
where, if this tends to lessen com- 
petition substantially in the area or 
to eliminate a competitor therein or 
is designed to have that effect. Thus, 
in certain cases, fierce cut-throat com- 
petition is forbidden by law. The in- 


(c 


~~ 
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tention to eliminate or lessen competi- 
tion in the area is not a necessary re- 
quisite of the offence. It may be ad- 
ded that subsections 33A(1)(b) and 
(c) are not free from ambiguity: 
there are many vague words, par- 
ticularly “unreasonably” and “sub- 
stantially”. 


Except for the provisions of sub- 
sections 33A(1)(b) and (c), the free- 
dom to compete by all fair means is 
the principle imposed by law and is to 
be preserved under pain of heavy 
penalties. One may cut prices as 
one wishes, grant allowances or dis- 
counts openly or secretly, engage in 
vast advertising campaigns, adopt all 
kinds of promotional schemes, change 
the specifications or quality of goods, 
give unlimited credit terms, improve 
or cheapen packaging; in brief any 
device which imagination can sug- 
gest may be used in selling goods 
in competition with others. This 
brings up precisely the question 
which is crucial to our subject: to 
what extent is it permissible for one 
to agree with one’s competitors not to 
resort to any one or more of these 
competitive devices? 


A Step towards Clarification 

The law in section 32 attempts to 
answer this question in a _ rather 
curious fashion. In the first subsection 
(which has its origin in an old section 
of the Criminal Code now abroga- 
ted), the principle is laid down that 
any such agreement is bad if its object 
is to limit “unduly” manufacturing or 
certain other facilities or the manu- 
facture of any article or if it is to 
enhance prices “unreasonably” or if 
its object is to lessen competition 
“unduly” or to “restrain” or “injure” 
trade or commerce. None of the all- 
important words “unduly”, “unreason- 
ably”, “restrain”, “injure” is defined. 
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This vagueness has led to much 
litigation over the years in the course 
of which the “per se” doctrine was 
evolved. It also led to repeated and 
insistent demands by the, business 
community that, if that doctrine must 
be retained, a catalogue of permit- 
ted agreements with competitors be 
drawn up as well as one of prohibited 
agreements. By checking a proposed 
agreement against these catalogues, 
a businessman or his lawyer would 
readily ascertain whether he was with- 
in or without the law. 

Parliament this year has heeded 
these complaints to some extent and 
has drawn up in subsections 32(2) 
and 32(3), as it were, the two desired 
catalogues. Unfortunately, while this 
was undoubtedly a well-intentioned 
effort in the right direction, only a 
very small step was taken. It may be 
that the very nature of the subject 
makes it impossible to draw up ex- 
haustive or even comprehensive lists. 
Furthermore, the language of the two 
subsections is far from clear, so that 
it may be a question whether they 
solve more problems than they create. 


Subsection 32(2) lists six specific 
subject matters of agreements be- 
tween competitors which may be per- 
missible, subject to certain conditions: 
agreements on (1) the exchange of 
statistics; (2) the defining of product 
standards; (3) the exchange of credit 
information; (4) the definition of 
trade terms; (5) cooperation in re- 
search and development and (6) the 
restriction of advertising. 


Important Qualifications 

There is an important qualification: 
the agreement, in order to benefit 
from the immunity of the subsection, 
must relate only to one or more of the 
six subject matters. Manufacturers 
agreeing to exchange credit informa- 


tion may be tempted to go further 
and to agree among themselves not 
to extend further credit to the bad 
accounts; or manufacturers agreeing 
on product standards may also agree 
not to manufacture products not con- 
forming to the standards or to sell 
such non-standard products at pre- 
mium prices. In such cases, the pro- 
tection of the subsection is lost. 

There may be an even more im- 
portant qualification contained in the 
opening words of the subsection “Sub- 
ject to subsection (3)”. The latter 
excludes from the immunity of sub- 
section (2) agreements lessening or 
likely to lessen competition “unduly” 
in respect of prices, quantity or qual- 
ity of production, markets or cus- 
tomers or channels or methods of 
distribution as well as agreements res- 
tricting or likely to restrict any person 
from entering into or expanding a 
business. Is one to construe the open- 
ing words of subsection (2) as mean- 
ing that an agreement relating “only” 
to one or more of the six specifically 
mentioned subject matters may still 
be unlawful if it comes within the 
terms of subsection (3)? In other 
words, is the law in subsection (2) 
saying: “agreements relating only to 
the six specific subject matters may 
or may not fall within the terms of 
subsection (3); if they do, beware, 
if not, you are safe.”? 

It will be seen at once that if this 
interpretation is the correct one, sub- 
section (2) loses much of its merit. 
We are thrown right back to the 
construction of the word “unduly” 
which is prominent in subsection (3) 
as it is in subsection (1) and which 
it was hoped the amendments would 


- help clarify. The upshot seems to be 


that a businessman wishing to enter 
into an agreement with his competi- 
tors, say, to exchange credit informa- 
tion, would have to ask himself whe- 
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ther the agreement might lessen com- 
petition “unduly” in respect of prices, 
customers, etc. The old vagueness re- 
mains, and he is in the same quandary 
as before the amendments were en- 
acted. 


Ray of Hope 

There is some reason to believe that 
the above interpretation may not be 
the right one and that agreements 
relating exclusively to the six speci- 
fically listed subject matters are law- 
ful in all circumstances, a sort of 
“per se” doctrine in reverse. If so, 
a helpful step, even if small, would 
have been made in the direction of 
clarity and definiteness. The basis for 
this interpretation is paragraph (g) 
of subsection (2) which in effect ex- 
tends the immunity of the subsection 
to agreements on any matter “not 
enumerated in subsection (3)”. It may 
therefore be that the opening words 
of subsection (2) “Subject to subsec- 
tion (3)” are intended to take care 
merely of paragraph (g) and do not 
qualify the other paragraphs. Insofar 
as paragraph (g) is concerned, it is to 
be noted that it can come into play 
only where the agreement is clear 
of subsection (3) with its basic am- 
biguity above referred to. Paragraph 
(g) must therefore remain of proble- 
matical application to any specific 
case. 


Meaning of “Unduly” 

As to the interpretation of subsec- 
tion (3) itself, it must be observed 
that any agreement lessening com- 
petition “unduly” in respect of the 
four specifically listed subject matters 
would be unlawful under subsection 
(1)(c) since it includes the element 
of “unduly” lessening competition. But 
the question may be asked whether it 
may be legally possible that agree- 
ments on such matters, while neces- 
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sarily lessening competition, might not 
do so “unduly” and thus escape the 
stricture of subsection 32(1)(c). In 
answer, it may be stated that the 
development of the “per se” doctrine 
has been centred largely on price- 
fixing agreements, so that any such 
agreement is almost certainly, if not 
absolutely, bad as vesting the parties 
with the power of carrying on their 
business operations free from price 
competition, the most important de- 
vice in competition. 

As has been pointed out above, 
the reasonableness of the prices is 
not to be considered in assessing law- 
fulness. But the situation is not so 
clear in respect of the three subject 
matters mentioned in paragraphs (b), 
(c) and (d) of subsection (3). It 
would have to be determined, it 
seems, whether the agreement in 
question results in vesting in the par- 
ties the power to operate virtually free 
from competition or not. The same 
may hold true for the final part of 
the subsection dealing with preventing 
the entry of a new competitor in the 
field. 


Yet, it may be stated that sub- 
section (3) probably lists the com- 
petitive restraints which the law con- 
siders to be the most objectionable, 
and generally speaking, one should 
not be surprised if the courts decided 
that any serious encroachment on the 
principle of free competition in res- 
pect of any of them is unlawful “per 
se”. 


Subsections (4) and (5) have the 
effect of exempting from the prohibi- 
tion of subsection (1) agreements 
relating exclusively to the export 
trade, under certain conditions. Great 
efficiency in marketing is needed if 
Canada is to retain, let alone ex- 
pand, her position in world markets, 
and the subsections are designed to 
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make this possible. The businessman 
may wonder why he is not permitted 
to secure for himself a similar ef- 
ficiency in the domestic market in 
order to ward off the dangerous and 
ever increasing inroads of foreign 
competition. 


Conclusion 

What must be the conclusion of 
this very incomplete review of the 
subject? First, any agreement with a 
competitor is a risky thing. Such an 
agreement may be obviously advan- 
tageous to all concerned and even to 
the public at large, but there can be 
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no guarantee that it will not run 
afoul of the law. Secondly, a business- 
man must be very careful before com- 
mitting himself to any such agree- 
ment. If he consults his lawyer as 
he should, he must not be surprised 
to read, in the latter’s opinion, phrases 
such as “reasonable business risk”, 
“presumably lawful” and “probably 
justifiable under all of the attendant 
circumstances”. The truth of the mat- 
ter is that in many cases the lawyer 
is just as baflled as he is. The only 
difference is that the lawyer knows 
why, but is that much of an advan- 
tage? 


Better Management 


Better management may come from more information and better use of 
it; it will not come from more information alone. Having selected the degree 
of elaboration which is necessary, management has to decide what informa- 
tion is needed at each level and how it can be digested. Management by 
exception is very much the fashion of the day, yet all too few managers really 
operate in this way. This is partly because they have been brought up to 
see masses of figures, although all too few are really capable of digesting 
them. It is also because those who devise the systems and the information 
coming from them all too often are not able to put themselves in the man- 
ager’s position, and the manager is inclined to tell them what he wants 
rather than what he really needs. In my experience managers find it much 
easier to criticize suggestions made to them rather than to put forward ideas 
of this sort themselves. 

It is therefore the duty of cost accountants or anyone else who is re- 
sponsible for producing information to management to study management 
and the thinking it involves. It is not enough to produce every bit of infor- 
mation which can possibly be required and to hope that management will 
pick the essentials out of it. It is the duty of those devising information for 
management to produce that information which is significant in the making 
of management decisions. 

— The Earl of Courtown, “The Stranglehold of Paper”, 
The Accountant, October 1, 1960. 
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Accounting Research 


For the past several years, the 
C.I.C.A. Committee on Accounting 
and Auditing Research was respon- 
sible for two sessions at the annual 
conference. This year the second of 
these sessions was devoted to “Gen- 
erally Accepted Accounting Principles 
and Consistency in Their Application”. 
The subject was introduced by two 
short papers, after which those attend- 
ing were divided into a number of 
small groups for general discussion. 


One of the introductory papers was 
presented by Miss Gertrude Mulcahy 
C.A., C.1.C.A. research associate. She 
discussed a number of situations in 
which published Canadian financial 
statements showed such a wide varia- 
tion in practice that no one procedure 
could be said to be “generally ac- 
cepted”. In the hope that general re- 
cognition of these problems will en- 
courage further consideration and 
ultimately more uniformity, some 
extracts of Miss Mulcahy’s paper are 
reproduced below. 


VARIATIONS IN ACCOUNTING PRACTICES 
Gertrude Mulcahy, C.A. 


Because of its significance for both 
the financial position and the mea- 
surement of income, inventories are a 
logical item with which to start this 
discussion. 


There appears to be a great re- 
luctance on the part of management 
to disclose in the financial statements 
which method of cost determination 
or which interpretation of market is 


used in valuing inventories. Conse- 
quently, those wonderfully vague 
terms “cost” and “market”, are em- 
ployed to describe a variety of bases 
of valuation. With 18 different meth- 
ods of determining cost actually men- 
tioned in the 1958 reports, and three 
recognized interpretations of “mar- 
ket”, the possible number of combina- 
tions and permutations is rather over- 
whelming. 

Whether or not overhead should be 
included in determining the cost of 
inventories is another important as- 
pect of this whole problem which, as 
yet, has not been resolved. Support 
for both sides can be found in pub- 
lished financial statements. 

Under “market”, the three recog- 
nized alternatives are replacement 
cost, net realizable value and net 
realizable value less normal profit. 
Unfortunately, discussions of the 
meaning of “market” usually become 
completely bogged down with con- 
siderations of specific difficulties en- 
countered in applying the various in- 
terpretations to actual situations. Yet 
these points are really incidental to 
the main issue of the problem: when 
should losses inherent in declines in 
prices be recognized, and how should 
such losses be measured? 


The differences in opinion on this 
subject reduce themselves to the ques- 
tion of whether a decrease in replace- 
ment cost, accompanied by a drop in 
selling price which reduces but does 
not eliminate the profit margin, evi- 
dences a loss that should be account- 
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ed for in the period of its occurrence. 


Depreciation 


Depreciable assets in effect repre- 
sent a long-term prepayment of cost 
of productive facilities which are to 
be used over a series of future years. 
The ensuing accounting problem is to 
determine how much of the prepaid 
cost is applicable to each of the in- 
dividual periods comprising the useful 
life of the asset. Therefore, the ob- 
jective of depreciation accounting is 
to provide for the distribution of this 
cost in a systematic and reasonable 
manner. 


For depreciation practices to be 
systematic, the annual charge must be 
calculated according to an established 
program. Surely such practices as the 
periodic foregoing of the annual de- 
preciation provision, and the charging 
of it in some years at more or less 
than the company’s normal rate, can 
hardly be considered to be a sys- 
tematic policy. Yet this is being 
done, apparently with the auditor's 
approval in many cases. 


The systematic nature of deprecia- 
tion charges is also endangered by the 
apparent willingness on the part of 
management to change its policy from 
time to time to take advantage of 
changes in tax regulations. Granted 
the resulting policy will provide for a 
systematic charge in the years follow- 
ing, this will only be the case as long 
as there are no further changes in the 
tax regulations which would be to the 
companys advantage. Changes in 
practices designed primarily to effect 
a tax saving have been particularly 
prevalent in Canada in the years since 
the war. The question is to what ex- 
tent is a departure from an establish- 
ed policy justified on the grounds of 
tax savings only. 

For a depreciation practice to be 
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classified as reasonable, it must have 
an expectation of providing for a fair 
matching of costs against revenues. 
Different depreciation methods result 
in different annual depreciation costs 
and therefore in different reported net 
profits. 

The assumptions underlying the 
different methods of calculating de- 
preciation vary. The straight-line 
method assumes that the expiration of 
depreciable costs takes place as a 
uniform amount each year; the dimin- 
ishing balance assumes a declining 
amount each year; the output method 
assumes that annual expiration is pro- 
portionate to the number of units pro- 
duced each year of the asset’s life. All 
of these methods are used even by 
companies within the same industries. 
Presumably all are thought to pro- 
duce reasonable annual charges; yet 
one wonders if there are not some 
circumstances when one method could 
be considered correct to the exclusion 
of the other methods. 


By necessity the choice of method 
of allocating depreciable costs is made 
subjectively, but it would be well 
worthwhile to be aware of the vari- 
ous factors which enter into any de- 
cision as to what is a reasonable policy 
and what is the best policy. What 
would be the difference in effect of 
each of the methods on reported 
profits in periods where total assets 
are growing, where they are remain- 
ing constant, or where they are de- 
creasing? Attention should also be 
given to the impact of obsolescence, 
wear and tear, in arriving at a de- 
preciation policy. 

In view of the fact that many com- 
panies have indicated that their de- 
preciation policies have been revised 
to bring the amount of depreciation 
into line with that claimed for taxa- 
tion, consideration should also be 
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given to circumstances under which 
such action is justified. 

One of the main differences be- 
tween the accountant’s approach to 
the measurement of income and that 
taken by economists and businessmen 
relates to the recognition of the 
changing value of the dollar. This 
issue is very prominent today and is 
one which accountants cannot ignore. 
Whether or not depreciation should 
be based on replacement cost was 
covered in a session of the 1960 
annual conference and will be discuss- 
ed further at the 1961 conference. 

Although not directly tied to de- 
preciation, the question of account- 
ing treatment of tax savings resulting 
from claiming capital cost allowances 
in excess of depreciation is sufficient- 
ly related to warrant some notice. 
From the published reports there is 
an obvious difference of opinion on 


this matter, and to date there does 
not appear to be any outstanding 
preference for one or other of the 


alternate treatments suggested in 
Bulletin No. 10. One example will 
illustrate the effect of different prac- 
tices on reported profits. In the case 
concerned, the reported profits were 
$11,200,000, and a note disclosed that 
a tax saving of $3,400,000 had been 
experienced by claiming excess capital 
cost allowance. The earnings repre- 
sented $1.61 per common share. Had 
this company adopted the deferred 
credit method, reported profits would 
have been $7,800,000, or $1.11 per 
common share. Which presents the 
fairer picture? 
Long-Term Leases 

Today long-term leasing is one of 
the established methods of financing 
additional facilities, and its use has 
created certain accounting problems. 

Lease financing, which is one way 
of acquiring assets, is also a form of 


borrowing and in this latter respect 
can be compared with financing by 
the issue of long-term bonds. There 
may be very little difference in the 
obligation imposed by these two types 
of borrowing, but there is a very sub- 
stantial difference in the method of 
reporting them. On the one hand, 
where bonds are issued, the trans- 
action is recorded in the accounts and 
the debt is reflected in the balance 
sheet. On the other hand, where the 
assets are leased, the transaction is not 
recorded in the accounts, and _ its 
obligation is not reflected in the bal- 
ance sheet. 


Reported profits are also affected. 
Under long-term debt financing, in- 
terest paid on the debt and depre- 
ciation on the assets are deducted in 
reporting net profits. Under lease 
financing, only rent is deducted, and 
it is usually computed on the basis of 
the cost of the asset including land, 
if applicable, plus an interest factor 
to the seller. 


Because of these differences, affect- 
ing both the financial position and the 
results of operations, many ratios used 
by investors (both creditors and 
shareholders) in evaluating the com- 
pany’s position and stability may be 
materially changed. 

All of this leads to one question. 
What can be done to eliminate or at 
least alleviate these inconsistencies? 


Two possible alternatives have been 
suggested. The first is that the leased 
asset and obligation which it repre- 
sents be placed on the same basis as 
are assets purchased with borrowed 
funds. Under this proposal, the right 
to the property is recorded as an asset 
and the lease commitment is con- 
verted to a long-term debt equivalent. 
In other words, the balance sheet 
would show an asset designated by 
some such phrase as “rights to leased 
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properties” and a long-term liability 
possibly called “liability under long- 
term lease”. Each of these items 
would be amortized over the basic 
lease period by the amount of prin- 
cipal repayment included in each 
rental payment. The remainder of the 
rental payment would be recorded as 
interest paid in the statement of profit 
and loss. 


On the face of it, this sounds like a 
fairly simple and reasonable solution. 
But it is certainly not the case. In 
the first place, it is complicated by the 
necessity to decide what value should 
be given to the balance sheet items. 
Should it be the present value of the 
rentals under the lease, or should it be 
the equivalent cost of the asset had it 
been purchased at the time of signing 
the lease? Similarly, there are a num- 
ber of alternative possibilities in dis- 
closing the rental in the statement of 
profit and loss. Other complications 
would also have to be resolved, such 
as percentage rentals above fixed 
minimums, incoming rentals under 
sub-lease arrangements and the por- 
tion of rental payments under gross 
leases which represent taxes, insur- 
ance and maintenance expenses. 


The second suggested solution is 
to provide disclosure ky way of foot- 
note to the financial statements, rather 
than incorporate the leases in the 
accounts. For this procedure to be 
useful, it would be necessary to pro- 
vide enough meaningful facts for the 
reader to make a realistic appraisal 
of the lease obligation and its implica- 
tions. This, of course, raises the 
question of what would be enough 
meaningful facts. It would not be 
unreasonable to expect that minimum 
disclosure would be the amount of the 
annual rentals called for by the lease 
and the term of the lease. Further 
information would include obligations 
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assumed or guarantees made in con- 
nection with the lease, renewal pro- 
visions, aggregate value of assets 
secured by long-term leases, property 
management duties assumed by the 
lessee, etc. 


Including or Excluding Subsidiaries 

Although it has become a fairly 
well-established policy among Can- 
adian parent companies to prepare 
their annual financial statements on a 
consolidated basis, many companies, 
which appear to be in similar circum- 
stances, still do not follow this prac- 
tice. From this it can be concluded 
that there are differences in interpre- 
tation of the criteria for determining 
whether or not consolidated state- 
ments would provide the most mean- 
ingful presentation. 

It is a matter of general agreement 
that consolidated statements can 
normally be justified only when the 
activities of the related companies are 
considered to be homogeneous, when 
control of the subsidiary is assured 
and when the consolidation offers a 
value reflection of the status of the 
related companies. The point is 
whether or not the commonly noted 
reasons for not consolidating subsidi- 
aries are, in effect, legitimate excep- 
tions to one or all of the basic con- 
ditions. 

Among the survey companies, the 
reasons most frequently advanced 
were: 

(1) Only fully-owned _ subsidiaries 
consolidated. 

(2) Subsidiaries operating in a 
foreign country. 

(3) Subsidiary acquired part-way 
during the year. 
Subsidiary not significant. 
Subsidiary year-end was differ- 
ent from that of the parent. 


Subsidiary not operating. 
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Do all of these factors constitute 
circumstances which would make the 
presentations fairer by not consolidat- 
ing? Some accountants obviously do 
not think so, since consolidated state- 
ments were presented under similar 
circumstances. 

Among the statements prepared on 
a consolidated basis, there were ob- 
vious differences in actual procedures 
followed with respect to such items as 
“inter-company balances, transactions 
and profits, differences between cost 
and book value of the investment in 
a subsidiary, minority interest, etc.” 

One area in which this was par- 
ticularly apparent was the basis of 
conversion of foreign subsidiary ac- 
counts. In many cases, this was cal- 
culated at par; in others, the rate of 
exchange as at the fiscal year-end 
date was used; in still others, recog- 
nition was given to the rate of the ex- 
change at the date of the various 
transactions and to the average over 
the year. The profit or loss on con- 
version was also given different treat- 
ment. 

The accounting treatment and 
presentation of investments in non- 
consolidated subsidiaries also merit 
note. At the present time the most 
common practice is to carry the in- 
vestment at cost and to take up sub- 
sidiary profits only as dividends are 
received. Is this actually the best 
method? In view of the relationship 
between the companies, is it correct 
to disregard changes in the parent’s 


equity as a result of subsidiaries’ 
profits or losses? This question be- 
comes particularly significant where 
a subsidiary consistently experiences 
a loss on operations. 

The most outstanding deficiency in 
current practice in this area is the 
failure to provide what the C.I.C.A. 
Research Committee feels is one of the 
minimum standards of disclosure, that 
is, the increase or decrease in the 
parent company’s equity in the sub- 
sidiary since acquisition and also for 
the year under review. 

One final point arises. What about 
inter-company profits on transactions 
with unconsolidated subsidiaries? 
Where the equity basis is used, should 
the inter-company profit be eliminated 
in the same way as if the subsidiary 
were consolidated? Where the cost 
basis is used, should the inter-com- 
pany profit be eliminated in disclosing 
the profits and equity in the subsidi- 


ary? 


Conclusion 

Flexibility of accounting practices 
to meet changing conditions and vary- 
ing circumstances is indispensable. 
Too much rigidity would certainly not 
be desirable, and the importance of 
the exercise of judgment in assessing 
each particular situation must never 
be discounted. But surely a great deal 
could be done by the accounting pro- 
fession to eliminate some of what 
appear to be unnecessary variations in 
accounting practices. 
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ASSOCIATED CORPORATIONS 

An earlier issue which reviewed this 
year’s amendments to the Income 
Tax Act commented on the revised 
definition of associated corporations 
in a general way. A substantial num- 
ber of corporations which heretofore 
were not associated corporations may 
be associated in their 1961 taxation 
years as a result of this new amend- 
ment, and it is felt that it is of such 
widespread interest as to merit fur- 
ther examination. 

In cases where several companies 
were formed to take advantage of the 
low rate of tax in each of them, 
rather than have income accrue in a 
single corporation, it is likely that 
section 39(4) is being scrutinized to 
see what arrangements can be made 
to retain this advantage. Other cor- 
porations not conceived for this pur- 
pose may now be associated also — 
innocent bystanders who have been 
dealt unkind blows by the amend- 
ments to section 39. The cautious ap- 
proach is for any corporations, the 
shares of which are closely held by 
persons who own shares in other 
closely held companies, to study the 
section and protect themselves as best 
they can. 

Section 39(4) is complicated, not 
so much by its wording as by the con- 
cepts which it employs. For this rea- 
son, before attempting a detailed 
analysis of the section, it would seem 
as well to examine those concepts. 
Broadly speaking, corporations will be 
associated in 1961 if at any time in 
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the year they are “controlled” by the 
same person or “group of persons”. 
Although the general intention of the 
law seems fairly clear, when one gets 
down to specific cases, the application 
of subsection (4) may appear uncer- 
tain, largely due to doubts as to the 
meaning of the terms “control” and 


« group”. 


Control 

The meaning of “control” is not de- 
fined for the purpose of section 39. 
Presumably it means control by legal 
means. For example, if a person (an 
individual, corporation or other en- 
tity) can vote more than 50% of a com- 
pany’s voting shares, that person con- 
trols the company. Normally a person 
can do this if he owns the shares. 
Section 39(4a), by making section 
139(5d) applicable to section 39(4), 
provides that the right to acquire or 
vote shares in the future puts the per- 
son who has such a right in the same 
position as if he owned the shares, as 
far as exercising control is concerned. 
Section 139(5d)(b) provides that: 

“a person who had a right under a 
contract, in equity or otherwise, either 
immediately or in the future and 
either absolutely or contingently, to, or 
to acquire, shares in a corporation, or 
to control the voting rights of shares 
in a corporation, shall be deemed to 
have had the same position in relation 
to the control of the corporation as if 
he owned the shares”. 


The effect of this provision appears 
to be that, while it relates control to 
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voting control and ownerships, a per- 

son is deemed to own shares for the 

purpose of voting them if: 

(a) he has an option to acquire either 
unissued shares or a contractual 
right to acquire shares from 
someone else, 

(b) he can vote shares or has an 
option or right to obtain voting 
rights to shares, 

(c) he has pledged shares as security 
for a loan. 


Whether a person may control a 
corporation otherwise than by owning 
shares or having rights either to ac- 
quire shares or to control their voting 
rights, as described above, may be 
open to question. For example, con- 
sider the situation where voting 
shares are held as follows: 

Company X — 51% by company Z 
— 50% by company Z 
— 50% by company X 


Are companies X and Y associated? 
Apparently there is some doubt if it is 
reasoned that Z does not own more 
than 50% of the voting stock of Y and 
has no right, as described in section 
139(5d)(b) quoted above, to vote the 
shares of Y owned by X. The import- 
ant point would seem to be whether 
Z has the right to vote the shares of 
Y owned by X. Although this is a 
legal matter, it is difficult for the lay- 
man not to be convinced that because 
Z controls X and can cause X to vote 
the shares of Y which it owns as it 
sees fit, therefore X and Y are as- 
sociated because Z also owns 50% of 
the shares of Y. 

Although the courts have refused to 
“pierce the corporate veil” to find in- 
direct ownership of shares, jurisprud- 
ence would seem to indicate that they 
will look through corporations to find 
indirect control. If so, the only ques- 
tion that remains is whether indirect 
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control may be equated with direct 
control. The safe asumption for per- 
sons seeking to avoid section 39(4) 
is that a distinction will not be drawn 
as between direct and indirect con- 
trol. Unless this is the case, the pur- 
pose of section 39(4) can be defeated 
quite easily, and another round of 
amendments may be expected. 


Group 

The question of control becomes 
more complicated when a group of 
persons rather than a single person is 
involved, unless the group is a related 
group. The Act presumes that a re- 
lated group acts in concert as wit- 
nessed by section 139(5d)(a) which 
provides that: 

“where a related group is in a posi- 
tion to control a corporation, it shall 
be deemed to be a related group that 
controls the corporation whether or 
not it is part of a larger group by 
whom the corporation is in fact con- 
trolled”. 

This provision clearly indicates the 
position of the related group vis-d- 
vis control. However, the question of 
control by an unrelated group is less 
clearcut. 

Where the members of an unrelated 
group own or have voting rights to 
more than 50% of the voting stock of 
a company, the group can control the 
company only if its members act in 
concert. Whether they so act is a 
question of fact and subject to all the 
and’s, ifs and but’s which that entails. 
Nevertheless, it is probably safe to 
assume that there is a definite pre- 
sumption that they as a group control 
the corporation regardless of whether 
they act in concert or not. Compel- 
ling evidence that they do not act in 
concert to control the corporations 
may be adduced, but it seems unlike- 
ly that such evidence would be suffi- 
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cient where the number of individuals 
is relatively small. 

Although the word “group” is not 
specifically limited as to the number 
of its members, it does imply a rela- 
tively small number of persons. There 
is no reason to believe that the De- 
partment of National Revenue will 
not adopt a realistic attitude on this 
point since the reason for the legisla- 
tion is fairly obvious. The low rate of 
tax is intended as a concession to 
small businesses and the amendments 
to section 39 are intended primarily 
to correct abuses of that concession, 
which unfortunately cannot be cor- 
rected without injuring some innocent 
taxpayers. 


Indirect Ownership 

In addition to “control” and “group”, 
section 39(4) refers to direct and 
indirect ownership of shares. The 
most popular misconception about in- 
direct ownership of shares is that if 
individual A owns shares of company 
X which owns shares of company Y, 
then A indirectly owns shares of com- 
pany Y. This, of course, is not so 
since the courts have held that the 
corporate veil cannot be pierced to 
establish indirect ownership. Indirect 
ownership of shares exists more com- 
monly where shares are held for the 
benefit of a person by a trustee or 
nominee. The beneficial owner is not 
the trustee or nominee but the person 
for whom the shares are held. In sec- 
tion 39 it is beneficial ownership that 
is important and it is not to be over- 
looked that the beneficial owner of 
shares is not necessarily the registered 
owner. 

Where in section 39(4) reference 
is made to ownership of shares of 
capital stock, it is important to ob- 
serve that no distinction is made as 
between voting and non-voting shares 
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or common and preferred shares. Thus 
the ownership of one apparently in- 
nocuous non-voting share by the 
wrong person may cause companies 
to be associated. 


Section 39(4) 

It was mentioned earlier that when 
confronted with specific cases, the ap- 
plication of section 39(4) raises 
doubts. This suggests that it may be 
helpful to examine each of the situa- 
tions in which the corporations are 
held to be associated. 

After December 31, 1960 one cor- 
poration will be associated with an- 
other in a taxation year, if at any time 
in the year: 

(a) “one of the corporations con- 

trolled the other”. 
This will be so if one of the corpora- 
tions owns, has a right to acquire or 
has voting rights over more than 50% 
of the voting stock of the other. 

(b) “both of the corporations were 

controlled by the same person 
or group of persons”. 


It would appear that if three strangers 
own more than 50% of the voting stock 
of two or more corporations, the cor- 
porations will be associated. As an 
example of the difficulties that may 
arise under this provision consider the 
situation where shares are held as 
follows: 
Company X — 1/3 by A 
— 1/3 by B 
— 1/3 by C 
Company Y — 45% by Company X 
— 20% by A 
— 35% by other individuals 


Since A and B constitute a group 
that may control X and because A 
may combine with X to control Y, 
does this necessarily mean that a 
group (A and B) control both X and 
Y? Perhaps the most that can be said 





550 


of this situation is that the sharehold- 
ings of A and B are prima facie evi- 
dence that they control both com- 
panies. Other things being equal there 
is no reason why B and C could not 
act together to control X and combine 
with individuals other than A to dic- 
tate the policies of Y. If this were 
the case, the two companies actually 
would not be controlled by the same 
group. 

If the law provided that any un- 
related group in a position to control 
a corporation is deemed to control it, 
the situation would be clear. Such a 
provision would work unfairly in 
some circumstances, and for the time 
being, perhaps, Revenue is satisfied 
that it can prove control in those 
cases where it has reason to believe 
it is exercised. 

(c) “each of the corporations was 
controlled by one person and the per- 
son who controlled one of the cor- 
porations was related to the person 
who controlled the other, and one of 
those persons owned directly or in- 
directly one or more shares of the 


Companies X and Y are associ- 
ated if their capital stock is owned 
as follows: 

Company X — 51% by A 

— 49% by B 

Company Y — 51% by company Z 

— 1@byA 
— 48% by C 
Company Z — 51% by A’s brother 


They are associated because A owns 
stock of Y and is related to company 
Z. If A did not own any stock in Y, 
it would not be associated with X. 
(d) “one of the corporations was 
controlled by one person and that per- 
son was related to each member of a 
group of persons that controlled the 
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other corporation, and one of those 
persons owned directly or indirectly 
one or more shares of the capital stock 
of each of the corporations”. 

For example, if A owns 51% of the 
voting stock of company X and his 
father and brother respectively own 
40% and 11% of company Y, companies 
X and Y will be associated if A owns 
a share of Y or his father or brother 
owns a share of X. An interesting 
question is posed if the shares of Y 
were held 40%, 10% and 1% by father, 
brother and A, respectively. It would 
appear possible to successfully con- 
tend that X and Y are not associated 
since A is not related to himself. 
Other examples where companies are 
not associated follow: 


Company X — 100% by father 


Company Y — 50% by company X 
— 50% by son 


— 100% 5y father 
100% by son 


Company Z — 50% by company X 
— 50% by company Y 


Company X 
Company Y — 


It is not necessary to pursue further 
examples to indicate that section 
39(4)(d) may still contain consider- 
able room for manoeuvring by fam- 
ily members, especially when it is 
remembered that an uncle and his 
nephew are not related persons for 
purposes of the Act. 

(e) “each of the corporations was 
controlled by a related group and 
each of the members of one of the re- 
lated groups was related to all of the 
members of the other related group, 
and one of the members of the related 
groups owned directly or indirectly 
one or more shares of the capital stock 
of each of the corporations”. Ex- 
amples of where this provision does 
not apply follow: 

Company X — 1/3 owned by each of 

three brothers 
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Company Y — 1/3 owned by each of 
their wives 
Company X — 1/2 by husband 
— 1/2 by wife 
1/3 owned by each of 
their three children 


— 1/2byA 
— 1/2 by A’s nephew 
Company Y — 1/2 by A’s brother 
— 1/4 by A’s son 
—1/4byA 
In the first two examples both com- 
panies are controlled by related 
groups, the members of which are all 
related to each other. The companies 
are not associated, however, because 
no one person is a shareholder in 
both companies. It is obvious how 
important the ownership of a single 
share may be. 

In the third example, X is not con- 
trolled by a related group and it is 
not associated with Y under any of the 
other provisions of section 39(4). 


Company Y — 


Company X 


Section 39(5) 

This subsection provides _ that 
“where two corporations are associat- 
ed, or are deemed by this subsection 
to be associated, with the same corp- 
oration at the same time, they shall, 
for the purpose of this section, be 
deemed to be associated with each 
other”. 


Section 39(6) 

Subsection (6) contains the only ex- 
ception to the associated company 
rules. In this subsection one corpor- 
ation is referred to as the “controlled 
corporation” and the person by whom 
it is controlled the “controller”. Where 
one corporation is controlled by an- 
other or they are both controlled by 
the same person, they will not be con- 
sidered associated if the Minister is 
satisfied that: 


1. It is reasonable to expect on the 
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basis of an enforceable agreement 
that the controlled corporation will 
cease to be controlled by the con- 
troller and become controlled by 
a person or group of persons with 
whom the controller is dealing at 
arm’s length. 


. The chief purpose of control was 
to safeguard the rights or inter- 
ests of the controller in respect of 
either a loan made by the control- 
ler or shares of the controlled corp- 
oration owned by the controller 
which are to be redeemed by the 
corporation or purchased by the 
person or group of persons re- 
ferred to in 1. above. 


This section is meant to apply where 
a lender takes title to shares as secur- 
ity for a loan or where title is main- 
tained in a sale of shares until the 
purchase price of the shares is fully 
paid. It would also apply where vot- 
ing preferred shares are to be redeem- 
ed. It should be observed that this 
saving provision is applicable only 
where the corporation in question is 
controlled by one person, either corp- 
orate or individual. If the corpora- 
tion is controlled by two or more per- 
sons, the provisions of this subsection 
are not applicable. 


Although a discussion of subsec- 
tion (4) of section 39 is apt to end 
up sounding more like algebra than 
income tax law, it is perhaps inevit- 
able. Unlike algebra, however, where 
questions have definite answers, at 
this stage all of the questions which 
this subsection raises may not have 
definite answers. Taxpayers may 
therefore wish to choose the way 
round section 39(4) which gives it 
the widest berth. The permutations 
and combinations which may be ar- 
rived at make it impossible to give 
sufficient examples to satisfy all, and 
it is therefore suggested that those 





552 


companies which may be affected 
should consult their tax advisers. 


COURT CASES 


Contractor’s Holdbacks 

In an earlier issue, considerable 
comment was made concerning the 
Wilson & Wilson case. In dealing 
with the question as to whether am- 
ounts receivable or potentially re- 
ceivable had to be included in in- 
come, the Exchequer Court stated 
that “the full amount to be received 
for property sold or services rendered 
up to December 31, whether or not 
it has been then certified by the en- 
gineer’s progress certificate” must be 
included in income. 

This particular matter was reviewed 
again by the Exchequer Court of Can- 
ada in the John Colford Contracting 
Co. Ltd. case. The court followed 
the Wilson & Wilson decision to the 
extent that it ruled again that a tax- 
payer could not calculate his income 
according to the duration of each in- 
dividual contract and was therefore 
required to take into account all am- 
ounts received and receivable for 
work done. The court differed from 
the Wilson & Wilson decision, how- 
ever, in defining the term “amount re- 
ceivable”. It found that the term 
“amount receivable” should be interp- 
reted as meaning an amount which 
the intended recipient has a clearly 
legal, though not necessarily imme- 
diate, right to receive. An examina- 
tion of the relevant Ontario and Que- 
bec jurisprudence and the wording 
of the contracts themselves led the 
court to the conclusion that the clause 
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in each contract dealing with the ar- 
chitect’s or engineer's certificate con- 
stituted a binding condition which 
prevented the company from claiming 
the holdbacks until the certificates 
were issued. It was the opinion of 
the court therefore that holdbacks 
could not constitute an “amount re- 
ceivable” until the issuance of the cer- 
tificates. No mention was made of 
progress payments which might have 
been outstanding, and it is presumed 
that these must have been paid in 
cash before the end of the year. 

In distinguishing between the Wil- 
son & Wilson case on the matter, Jus- 
tice Kearney felt that the facts in 
each particular case had to be exam- 
ined. In examining the contracts he 
found that in each one there was a 
condition with respect to the taxpay- 
er’s entitlement to payment of the 
holdbacks which precluded the hold- 
backs from being treated as a legal 
receivable. A typical clause was as 
follows: “no work under this contract 
shall be deemed to have been per- 
formed, nor materials or things pro- 
vided, so as to entitle the contractor 
to payment therefor unless and until 
the engineer is satisfied therewith, as 
evidenced by his certificate in writing, 
which certificate shall be a condition 
precedent to the right of the contrac- 
tor to be paid therefor.” 

It may be therefore that contractors 
and other similar taxpayers will be en- 
titled to exclude from the computa- 
tion of taxable income that portion 
of the work performed which has not 
been certified by the engineer or ar- 
chitect at the end of a fiscal year. 
(M.N.R. v. John Colford Contracting 

Co. Ltd.) 
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CANADA 

“CANADIAN Economic Poticy — A RE- 
APPRAISAL” by Roy A Matthews. The 
Conference Board Business Record, 
October 1960, p. 18 et seq. 

Is the Canadian economy unhealth- 
ily dependent on inflows of foreign 
investment capital, particularly from 
the United States? 

This question and the related theme 
of the current-account deficits that 
have marked Canada’s balance of in- 
ternational payments for the past de- 
cade have generated lively discussion 
at home and abroad. The con*roversy 
has led many observers to believe that 
a general reappraisal of the principles 
upon which Canadian economic de- 
velopment has been based is appro- 
priate at this time. Thus, a series of 
articles in the Business Record will 
consider some of the difficulties facing 
Canada in the economics sphere. 
These articles will outline some of 
the major problems involved, the 
events that have given rise to them, 
and the actions that might conceiv- 
ably be taken to solve them. 

The first article of this series, con- 
cerning “Foreign Investment and the 
Balance of Payments,” examines is- 
sues raised earlier this year by Mr. 
Coyne, Governor of the Bank of Can- 
ada, and others. These people are 
worried that Canada’s investment in- 
flows have been based on overly op- 
timistic expectations and that the 
present rate of growth may not be 
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maintained. They also believe that 
much of the capital investment has 
been misapplied to the development 
of facilities “for our greater luxury 
and enjoyment” rather than upon 
those that would expand output. Sim- 
ilarly, there is the belief that foreign 
investors have placed their funds to 
too great an extent in primary in- 
dustries, where the labour require- 
ment is not large. Finally, there is 
the understandable concern over 
United States domination of the 
Canadian economy. 

The Conference Board recognizes 
that these issues can only be evalu- 
ated against the broader perspective 
of Canada’s entire social, economic, 
and political future. Future articles, 
in what promises to be an excellent 
series, will, therefore, consider Can- 
ada’s relations with the United States, 
and with other countries; the relative 
merits of “free” and “protected” 
trade; the difficulties confronted by a 
high-cost manufacturing industry in 
a small country; the problems posed 
by external developments in the 
United States, Europe, and elsewhere; 
and the possible avenues of solution 
to these and other questions. No 
recommendations will be made, but 
the series will attempt to shed some 
light on the thorny path ahead. 


FINANCE 

“ArE HicH Prices DiscoOuRAGING 
SMALL Investors?” by R. F. McDon- 
ald. The Financial Analysts Journal, 
May-June, 1960, pages 21-30. 
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Although based on American data, 
this article is of topical interest to 
Canadians in view of the expressed 
desire of Mr. Eric Kierans, president 
of the Canadian and Montreal Stock 
Exchanges, to increase the common 
stockholdings of Canadians in the 
lower income brackets. It also bears 
upon the question of foreign control 
of Canadian industry; for Canadians 
will not control their own industries 
unless they are able and willing to 
invest in them. There is always the 
possibility, as Mr. McDonald points 
out, that a preference for stock with 
low unit prices might direct investors 
away from the higher-priced shares 
of well-established, successful com- 
panies. It might encourage them to 
buy speculative issues, purely because 
of low price. Since small investors are 
not well qualified to evaluate specu- 
lative securities, their attitude towards 
common stock investment could be 
soured by poor results. 

To ascertain the investment prefer- 
ences of small investors in the United 
States, Mr. McDonald tabulates the 
50 favourite selections of investment 
companies, the monthly investment 
plans and the investment clubs as of 
December 31, 1958. These lists reveal 
that investment companies have tend- 
ed to favour stocks which are some- 
what higher in price than those most 
frequently purchased by the small in- 
vestor groups. This conclusion is indi- 
cated by the very small number of 
investment company favourites in the 
lower price brackets, and the small 
number of selections in the higher 
price brackets by the two other 
groups. The price distribution of the 
investment company selections is so 
well scattered that there is very little 
observable tendency to concentrate 
holdings in any particular price brack- 
et. On the other hand, the selections 
of both small investor groups tend to 


cluster in the more moderate price 
brackets, from $20 to $50. 

While the figures show a definite 
leaning by the small investor groups 
towards lower-priced shares, it is 
equally clear that these groups are 
also holding a substantial number of 
highly priced issues. Thus, the small 
investor is not discouraged by the 
high prices of shares in the big, well- 
known corporations. But there is a 
clear-cut preference for moderate 
price levels. 

Corporations desiring to attract 
larger numbers of small investors 
would do well, suggests the author of 
this article, to maintain the prices of 
their shares at moderate levels 
through the effective use of stock 
dividends and stock splits. 


MANAGEMENT ACCOUNTING 

“Wat Does MANAGEMENT WANT OF 
AccounTING?” by John O. Nicklis. The 
Controller, October 1960, p. 468 et 
seq. 

The author of this article is vice- 
president of finance at Pitney-Bowes, 
Inc., and thus in a position to know 
what management wants of account- 
ing. Management's needs in this area 
can be stated concisely, according to 
Mr. Nicklis, in three short questions: 

1. What has happened — and why? 

2. What is happening — and why? 

3. What is going to happen — and 

why? 

It is not enough, he writes, merely 
to report deviations from the prior 
period and from the forecast. Man- 
ageinent wants to know the reasons 
for the change. The report should be 
simple, accurate, timely, and concise, 
and should highlight the important 
facts and conclusions to emerge from 
the analysis. 

Speed is of the essence in the 





hr A Th — £2 fee 6S) 6 Ge Ae Se | ieee, 


~~ +t SP met ts, OF OM WM OC 


Vv 


ae ee See | 6 


CURRENT READING 


preparation and presentation of re- 
ports on current happenings, contin- 
ues the author. In this regard, tabu- 
lating equipment and systems and 
procedures departments have made 
important contributions. But he 
thinks that business as a whole should 
move into electronic data processing 
more rapidly than it is at present. He 
also calls for more rounding of fig- 
ures in reports. Controllers, he sug- 
gests, should use slide-rules rather 
than calculators. 


Discussing the third area of ac- 
counting needs of managements, Mr. 
Nicklis expresses the opinion that 
above everybody else in a company, 
with the possible exception of the en- 
gineering group, accountants should 
be planning for the future. Long- 
range sales planning is primarily 
limited to the organization and train- 
ing of the sales force, with sales effort 
limited to the short-run. Production, 
similarly, is primarily concerned with 
problems of the moment. But ac- 
countants, he says, should be plan- 
ning as far into the future as engin- 
eers have to plan. As a minimum, he 
suggests planning five years ahead, 
with forecasts for ten years being de- 
sirable in some areas. 


An organization chart submitted 
with this article shows how Pitney- 
Bowes is organized for financial plan- 
ning and control. There is a clear 
separation between treasury and con- 
trol functions, with the treasurer and 
controller reporting directly to the 
financial vice-president. Also report- 
ing directly to him is an estimating 
and statistical department which is 
concerned with preparing the budget 
for the year ahead. It also makes bud- 
get comparisons and variance analy- 
ses. The remainder of its time is spent 
on special reports and analyses. This 
group is one of the primary means by 
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which the company carries out the 
functions of reporting to management. 

A four-point program designed to 
meet the accounting challenges of 
the future concludes this article. The 
author suggests: (1) that the large 
public accounting firms establish re- 
search departments; (2) that profess- 
ional accountants organize research 
committees to explore the impact of 
automation and rapid industrial de- 
velopment on accounting; (3) that 
companies establish groups within 
their finance divisions to study all 
phases of accounting operations in re- 
lation to the needs of other divisions; 
(4) that accountants try to approach 
every accounting problem with a 
fresh viewpoint, to seek, not the easy 
solution, but the solution which will 
enhance the status of the profession 
as a body of men who can think log- 
ically and constructively about busi- 
ness problems. 


“WHat THE LINE MANAGER SHOULD 
EXPECT FROM THE CONTROLLER'S OR- 
GANIZATION, by Frederick A. Huhn. 
N.A.A. Bulletin, Sect. 1, October 1960, 
pages 69-75. 

According to the author of this ar- 
ticle, a line manager should expect 
the controller to run a good account- 
ing system, keep him advised of man- 
agement actions indicated by the 
economic facts of the business, and be 
a good line manager in his own area. 

The first responsibility requires 
that the controller ensures that all 
transactions are properly recorded 
and processed so that the financial 
results of the company may be cor- 
rectly stated. This phase of the ac- 
counting function evolves into the 
céntrol function. 

In addition, the accountant auto- 
matically comes into the possession 
of large bodies of data concerning the 
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activities of the business. As soon as 
he recognizes its potential value to 
the management of the business, he 
is drawn into the role of statistician, 
economist and interpreter of business 
facts. Satisfactory performance in this 
second area of responsibility requires 
that the controller’s organization can 
develop economic facts of the busi- 
ness from the accounting records, 
that it understands the facts and their 
relationship to the business, and that 
the line manager and the controller 
recognize the contribution that can 
be made to the management of the 
business by the application of the 
available facts to business problems. 


The controller’s responsibility to 
provide information and analyses for 
line managers includes: (1) analysis 
of cost results at each management 
level, identification of causes of ex- 
cessive costs, and recommendation of 
corrective action to be taken; (2) 
analysis of accuracy of budget stand- 
ards and recommendations for cor- 
rections; (3) aid in establishing oper- 
ating objectives and the measurement 
of progress toward the attainment of 
the objectives; (4) preparation of 
forecasts of the financial results of 
operations; (5) participation in facil- 
ity planning, product planning and 
general business planning. 

The line manager expects the con- 
troller to be a good '‘ne manager in 
his own department ecause clerical 
costs frequently comprise 5% to 10% 
of the total payroll. To meet this re- 
quirement, the controller must utilize 
modern management techniques with- 
in his own department. He must in- 
clude his own organization in the 
budgetary control system of the com- 
pany, continuously review methods 
and facilities employed, and utilize 
the principle of the division of labour 
as a means of lowering costs. There 
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should be a clear division, for ex- 
ample, between clerical and analyti- 
cal activities. Clerks can perform rou- 
tine phases of accounting more 
cheaply and more accurately than an 
analyst at double the salary. Routine 
work frequently bores the mental 
thoroughbred whom the controller’s 
organization needs to meet its new 
responsibilities. 


MARKETING 

“Basic Facts To HELP You In YOuR 
PROVINCE - BY - PROVINCE MARKETING 
ProsieMs,” by N. K. Dhalla. Cana- 
dian Business, October 1960, pages 
112-122. 


Key factors in assessing markets are 
population, income and retail sales. 
This market analysis includes projec- 
tions of these factors for each prov- 
ince to give market potentials for con- 
sumer goods and services. 


Total population is a basic factor 
for judging the size of the market for 
goods with a mass appeal, such as 
staple foods, tobacco, toilet prepara- 
tions, household products, work 
clothes, etc. When population is 
broken down by age groups, the data 
show that persons selling to the youth 
should devote greater attention to 
Quebec and the Atlantic Provinces 
than to the others. Ontario will pro- 
vide better than average opportunities 
to those catering mainly to the adult 
market. For goods mostly bought by 
aged persons, the lucrative markets 
will be Ontario and British Columbia. 


A downward trend in the size of 
household in each province is said to 
be likely. Young people will tend to 
seek accommodation of their own. 
The rise in incomes will permit many 
involuntarily “doubled up” families to 
obtain separate living quarters. Mar- 
riages by the post-war baby crop will 
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also serve to reduce the size of the 
average household. 

Disposable income is the key factor 
in evaluating sales potentials for 
luxury and semi-luxury items. On this 
basis, Ontario and British Columbia, 
where an average individual has al- 
most 70% higher purchasing power 
than a resident of the Atlantic Prov- 
inces, will provide the most lucrative 
markets. By 1970, with only 44.5% of 
the Canadian population, they will 
have concentrated within their bound- 
aries 51.9% of the total purchasing 
power of the country. 

Population and income statistics 
are barometers that indicate market 
potentials within a region. Retail sales 
are a measure of true performance. 
The retailing pattern, by type of out- 
let, differs from province to province. 
For example, Ontario has 38.6% of 
total national retail sales of stores in 
the general merchandise group. Drug 
stores in Ontario account, however, 
for 42.3% of national sales through 
that outlet. 

In this article, seven tables present 
data on population, income and retail 
sales for the economy as a whole and 
for each province. The information 
will be useful to practitioners who as- 
sist their clients in sales forecasting, 
forward planning, and the evaluation 
of the business impact of social and 
economic trends in Canada. 





































PROFESSIONAL 
“THE CHANGING IMAGE OF A PROFESS- 
ion” by Charles P. Rockwood. The 
Journal of Accountancy, October 
1960, pages 35-43. 

A growing awareness that account- 
ing is little understood by its users, 
or by the general public, led the 
American Institute of Certified Public 
Accountants in 1947 to expand its 
public relations program. In this arti- 
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cle, the director of the program re- 
ports on its accomplishments to date. 


Three major conclusions emerge 
from his analysis: (1) important 
changes have occurred in what people 
think of accounting; (2) the changes 
have been wrought primarily by ad- 
vances in accounting itself, by new 
accounting services offered to clients, 
and by changes in the attitudes of 
public accountants towards them- 
selves, their profession, their daily 
tasks and their clients; (3) public re- 
lations helped to bring about all of 
these changes, but the information 
programs of the professional organiza- 
tions can only mirror the performance 
of public accountants themselves. 


Applying these lessons to the future, 
Mr. Rockwood sees the problems of 
the 1960's as growing out of the needs 
for accounting services in a growing 
and increasingly complex economy. 
Public relations can anticipate the 
problems and advise on how to solve 
them, he says, but their solution will 
depend much more on the perform- 
ance of the members of the profession 
themselves. 


Mr. Rockwood sees three specific 
public relations problems in the de- 
cade ahead. First, he suggests, it 
should be of great concern to the 
profession that many clients do not 
see any connection between the ac- 
countant and the profitability of their 
business. He is hopeful that more and 
more practitioners will change the 
traditional public image of the pro- 
fession by their performance. It will 
then be the task of public relations 
to reveal the change. A second large 
problem for the 1960's, according to 
Mr. Rockwood, may be the reputation 
of public acountants as tax advisers. 
Thirdly, he concludes, is the need to 
establish a clear-cut distinction in the 
public mind between public account- 
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ants and all other accountants and 
bookkeepers performing services of 
an accounting nature. 

Taking a longer view, Mr. Rock- 
wood suggests that by 1970 the main 
public relations task of the profession 
will be to consolidate the reputation 
it won in the 1960’s. Success in the 
next decade, he writes, will entail 
persistent vigilance against complac- 
ency and a maintenance of technical 
and ethical standards, as well as a 
continuous assault on accounting 


problems as they arise from the 
changing needs of the economy. 

The body of this article sets forth 
the bases for these conclusions. Also 
attached are selected findings from 


THE CANADIAN CHARTERED ACCOUNTANT, DECEMBER, 1960 


the 1947-1948 and 1957-1959 surveys 
of the American Institute. 
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NEWS 


Alberta 

D. W. Hughes, C.A. has been appointed 
comptroller of Western Canadian Seed Pro- 
cessors Ltd., Lethbridge. 

King & Key, Chartered Accountants, an- 
nounce the removal of their offices to 623 
Northern Hardware Bldg., 104 St. & 102 
Ave., Edmonton. 

J. W. J. Maul, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 401 Leeson-Lineham Bldg., 209- 
8th Ave. S.W., Calgary. 

D. J. Fraser, C.A. and R. J. Matthews, 
C.A. announce the opening of an office for 
the practice of their profession at 404 Teg- 
ler Bldg., Edmonton. 


British Columbia 

Gunn, Roberts & Co., Chartered Account- 
ants, and Cowan & Cowan, Chartered Ac- 
countants, 424 Burrard St., Vancouver 1, 
announce the admission to partnership of 
R. E. Burrell, C.A. and J. C. McKinney, C.A. 

H. R. Horne, C.A. announces the remov- 
al of his offices to 725 Nicola St., Vancouver 
S 

H. C. Greene, C.A. has been appointed 
treasurer of Canadian Park & Tilford Ltd., 
Vancouver. 

R. J. McKay, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 6446 Nelson Ave., Burnaby, 1. 

Western Bridge and Steel Fabricators 
Ltd., Vancouver, announces the appoint- 
ment of H. L. Warner, C.A. as comptroller 
and assistant general manager. 


Manitoba 

E. J. Williams, F.C.A. has been appoint- 
ed an assistant general manager of James 
Richardson & Sons, Winnipeg. 

Norman Bloomfield, C.A. announces the 
opening of an office for the practice of his 
profession as N. Bloomfield & Co., Chartered 
Accountants, 720-722 Toronto General Trust 
Bldg., 283 Portage Ave., Winnipeg 2. 

G. J. Gamble, C.A. has been appointed 
city commissioner for Red Deer, Alta. 


MEMBERS 


Sill, Streuber & Co., Chartered Account- 
ants, Winnipeg, announce a change of firm 
name to Sill, Streuber, Meger & Fiske, 
Chartered Accountants. The firm also an- 
nounces the opening of an office at 250 
Manitoba Ave., Selkirk, with G. J. Meger, 
C.A. as partner in charge. 


Ontario 

Jerry Friedman, C.A. announces the 
opening of an office for the practice of his 
profession at Ste. 300, 3130 Bathurst St., 
Toronto. 

Ampleford, Broadhead & Co., Chartered 
Accountants, Toronto, announce the admis- 
sion to partnership of D. M. Snell, C.A. and 
J. S. Scott, C.A. 

Harvey Hacker, C.A. announces the re- 
moval of his office to 3768 Bathurst St., 
Downsview. 

Earl W. Gardner & Co., Chartered Ac- 
countants, announce the change of firm 
name to Gardner, Allen & Co., and the 
removal of their offices to Ste. 708-9 Na- 
tional Bldg., 347 Bay St., Toronto 1. 

W. D. MacVicar, C.A. has been named 
controller of Clevite Ltd., St. Thomas. 

Chagnon, MacGillivray & Co., Chartered 
Accountants, announce the removal of their 
Hamilton office to 46 Jackson St. E., Hamil- 
ton. 

W. R. R. Savage, C.A. has been appointed 
comptroller of the Steetley Group of Com- 
panies in Canada. He continues to hold 
the position of secretary and treasurer of 
Steetley of Canada Ltd., Dundas. 

Barry Caplan, C.A. L. E. Field, C.A., 
Louis Fruitman, C.A. and Bernard Kurtz, 
C.A. were selected by the United Jewish 
Appeal of Toronto to participate in a Study 
Mission To Israel during the month of 
November. 

A. J. Little, F.C.A. is general chairman 
of the 50th anniversary fund of Appleby 
College, Oakville. 

Rogers & Roberts, Chartered Accountants, 
announce the removal of their office to 42 
Charles St. E., Toronto 5. 
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Armstrong, McKillop & Co., Chartered 
Accountants, announce the removal of their 
office to 137 Bond St., Toronto 2. 

A. L. Favretto & Co., Chartered Account- 
ants, announce the removal of their office to 
Ste. 2, 58 Lisgar St. S., Sudbury. 

Abrams, Caplan & Co., Chartered Ac- 
countants, and S. M. Zweig, C.A., announce 
the amalgamation of their practices under 
the firm name of Abrams, Caplan, Stekel & 
Zweig, with offices at Ste. 203, 3089 
Bathurst St., Toronto 19. 


Quebec 

Hinde and Dauch Ltd. announces the 
appointment of J. G. Wyllie, C.A. as vice- 
president, finance. 

Glendinning, Campbell, Jarrett & Dever, 
Chartered Accountants, announce the temp- 
orary removal of their offices to Bank of 
Nova Scotia Bldg., 621 Craig St. W., Mont- 
real 3. 

Maurice Boulanger, C.A. was chairman 
of a forum on “Free Enterprise vs. Protec- 
tionism”, at the annual Provincial Cham- 
bers of Commerce convention held on Oc- 
tober 14. 

Cushing; Rennie & Smith, Chartered Ac- 
countants, announce the removal of their 
office to 4444 St. Catherine St. W., West- 
mount 6. 


NOT 


INSTITUTE 


B.C. INSTITUTE 

A management decision laboratory was 
sponsored for members of the B.C. Insti- 
tute by I.B.M. on November 17 and 19. 
The management game, which simulated 
a management decision situation, was play- 
ed by three teams of seven representing the 
management of three rival manufacturing 
companies. Registration was limited to 21 
participants, plus three observers. 


ONTARIO INSTITUTE 
Data Processing Course: The course on 
data processing and punched card account- 
ing was heavily oversubscribed. The orig- 


THE CANADIAN CHARTERED ACCOUNTANT, DECEMBER, 1960 


Lamy, Bettez & Cie, C.A., annoncent 
l’admission en société de Pierre Beaudoin, 
C.A. Ils pratiqueront dorénavant leur pro- 
fession sous le nom de Lamy, Bettez, Beau- 
doin & Cie, C.A., 153 rue Laviolette, Trois- 
Rivieres. 

Dan Goldberg, C.A. and George Berlind, 
C.A. announce the formation of a partner- 
ship for the practice of their profession 
under the firm name of Berlind, Goldberg 
& Co., Chartered Accountants, with offices 
at 187 Graham Blvd., Ste. 204, Town of 
Mt. Royal. 


Saskatchewan 

R. L. Bamford, F.C.A. and N. C. Hagan, 
C.A. were co-chairmen of the United Appeal 
campaign of Moose Jaw in October. 


G. R. D. Campbell, C.A. announces the 
removal of his office to No. 2 Capitol 
Theatre Block, Regina. 


OBITUARY 


We regret to announce the death of the 
following member: 

HENRY A. NORIE — who died in Cobble 
Hill, B.C. on December 14, 1959. Mr. 
Norie was admitted to the Society of Ac- 
countants in Edinburgh in 1898 and to the 
B.C. Institute in 1922. 


inal intention had been to accommodate 
two groups of about 35 members each, but 
in excess of 600 applications were received. 
I.B.M. hastily reorganized its plan and ar- 
ranged for four groups totalling 350 mem- 
bers. Those not accommodated in the initial 
courses will be given first chance at future 
courses. Possibly the company may be able 
to arrange for another series in the late win- 
ter or early spring. 


Approval of Practices: The practices of 
members wishing to register students-in- 
accounts must be approved by the Applica- 
tions Committee of the Institute. The com- 
mittee has prepared a memorandum setting 





DIRECTOR 
OF 


CONTINUING EDUCATION 


The Canadian Institute of Chartered Accountants recently 
authorized a formal programme of continuing education for chartered 
accountants in Canada. A full-time director is now required to plan 
and administer the programme, in conjunction with the Institute's 
Committee on Continuing Education. It is believed that the pro- 
gramme will expand and become highly significant within a few years. 


Candidates should be chartered accountants between 30 and 45 
years of age, with teaching experience at university level, and who 
are in touch with trends and needs as to continuing professional edu- 
cation within the profession. Additional requirements are adminis- 
trative ability, and competence in public speaking and writing. Above 
all, the position calls for vision and enthusiasm for continuing edu- 
cation and an ability to inspire others in such activity. 


This is an interesting and attractive opportunity for the right 
person with a unique opportunity to serve the profession. Qualified 
candidates are invited to write to: 


R. D. Thomas, C.A., Executive Secretary, 
The Canadian Institute of Chartered Accountants, 
69 Bloor Street East, Toronto 5. 


Applications will be held inthe strictest confidence. 

















562 






out the information needed in making a sub- 
mission, and a copy is available from the 
Institute on request. Any member or firm 
contemplating registering students for the 
first time is urged to assess the need well 
in advance and to make application at least 
six months prior to the final registration date 
in the year in which it is proposed to hire 
a student. In the past, a flood of applica- 
tions has descended on the Institute in 
August, and it is not possible to properly 
evaluate all the practices before the registra- 
tion final date has passed. In the event that 
a practice is not given approval for a student 
and he has already been hired, it is neces- 
sary for him to relocate so that he can 
secure registered service. The Institute 
considers this undesirable and seeks the 
cooperation of members in making their 
requests for evaluation of their practices 
early enough that a decision can be given 
before students are hired. 


QUEBEC INSTITUTE 


80th Anniversary Lecture: The Grand Salon 
of the Queen Elizabeth Hotel in Montreal 
was filled on November 8 with members 
of the Quebec Institute and their guests, 
comprising more than 600 representatives 
of the Montreal business community, for the 
80th anniversary lecture of the Institute. 
The lecture, delivered by Herbert H. Lank, 
president of Du Pont of Canada Ltd., was 
entitled “The Accounting Profession — 
Spokesman for Free Enterprise”. Mr. Lank 
was introduced by Frank S. Capon, C.A., 
vice-president of Du Pont and a member of 
the Council of the Institute, and was thank- 
ed by Paul Bruneau, C.A., second vice-presi- 
dent of the Institute. 

Forums: Two of the fall series of forums 
have been held in the Institute Assembly 
Hall, attended by more than 200 members. 
The English forum on October 4 dealt with 
“Direct Costing”, with T. P. Boyle, treasurer 
and comptroller of Canada Iron Foundries 


News of members and provincial Institutes’ activities received up to and including the 
11th of the month will appear in the following issue of the journal. 
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Ltd. and P. J. Taylor of Price Waterhouse 
& Co. as panelists. W. R. Clerihue, treas- 
urer and comptroller of Dominion Structural 
Steel Ltd., was moderator. 

The French forum on October 19 was on 
“Sources of Credit for Small and Medium 
Size Businesses”. The speaker was Jacques 
Melancgon of Jacques Melancon Cie, finan- 
cial consultants. Guy Chabot of Raymond, 
Chabot, Martin, Paré et Cie was chairman. 
Receptions for School Officials: Continuing 
its past practice in connection with recruit- 
ment, the Institute will hold receptions on 
December 5 and 6 for principals, vice-prin- 
cipals and guidance counsellors of high 
schools, private schools and classical colleges 
in the Greater Montreal area. Members of 
the Executive and of the Public Relations 
Committee will discuss various aspects of 
the profession with representatives of both 
French and English educational institutions. 

Open-house meetings for students are 
scheduled for early in 1961. 


HAMILTON & DISTRICT C.A. 
ASSOCIATION 

The second dinner meeting of the asso- 
ciation, on November 2, took the form of a 
joint meeting with the Hamilton Lawyers’ 
Club. Guest speaker was H. A. Leal, Q.C., 
Dean of Osgoode Hall School, whose topic 
was “Estate Planning”. 


VANCOUVER C.A. CLUB 
Art Jones, president of Vantel Broadcast- 
ing Co. Ltd., spoke on the aims and objec- 
tives of CHAN, the new Greater Vancou- 
ver TV station, at the meeting on Novem- 
ber 1. 


VANCOUVER ISLAND C.A. CLUB 

The annual meeting of the club was held 
on November 18 at the Pacific Club, Vic- 
toria. Guest speaker was Eric Mallett, di- 
vision commercial manager of the B.C. 
Telephone Co. Ltd. 







CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 11th of preceding month. 


PARTNERSHIP INQUIRIES invited by 
Montreal C.A. with excellent practice em- 
ploying two students. Box 288. 


MEDIUM-SIZED FIRM of Montreal chart- 
ered accountants, Jewish, seek to acquire, 
either by purchase or succession arrange- 
ment, a practice located either in Montreal, 
Ottawa or Quebec. Our firm has been es- 
tablished for a number of years and can 
assure confidential and discreet negotia- 
tions. Please write for appointment to 
Box 285. 


C.A. DE MONTREAL, bureau organisé, 
trois employés, prendrait associé avec sur- 
plus de clients, ou achéterait clientéle d’un 
confrére devant se retirer ou désireux 
d’assurer_ succession. Stricte discrétion 
assurée. P.B. 292. 


CHARTERED ACCOUNTANT required by 
a Maritime firm of chartered accountants 
for its Halifax office. Applicant should be 
young, ambitious and interested in respon- 
sibility and advancement. Replies should 
give full particulars of qualifications, past 
experience and present salary. Our per- 
sonnel has knowledge of this advertisement; 
all replies will be held in the strictest con- 
fidence. Box 290. 


TORONTO CHARTERED accountant re- 
quires a 1960 or recent graduate who is in- 
terested in a public practice as a career. 
Possibility of partnership exists for a suit- 
able person. If interested, kindly reply as 
soon as possible giving full particulars of 
qualifications and experience. All replies 
confidential. Box 289. 


A LOCAL FIRM of chartered accountants 


has openings for 3rd, 4th or 5th year stu- 
dents who are interested in locating in Ot- 
tawa. Apply giving full particulars to Box 
291. 


INTERMEDIATE STUDENTS required by 
Wm. Eisenberg & Co., Toronto. EM. 
3-4229. 


A YOUNG IMMIGRANT — B.Com. of 


Bombay University; chartered accountant, 
(India) desires situation with a firm of 
chartered accountants in Toronto, Hamilton, 
London or Ottawa. Box 279. 


CHARTERED ACCOUNTANT — Toronto 


—1956 graduate, desires per diem work to 
supplement practice. Expense-sharing ar- 
rangement or partnership would also be 
considered. Box 287. 


CHARTERED ACCOUNTANT — Toronto, 
available evenings and week-ends by the 
hour. Also for per diem work. Box 286. 


1956 


CHARTERED ACCOUNTANT — 


graduate, B.Com., with broad experience, 
available on per diem basis in Toronto 
area. Box 280. 


CHARTERED ACCOUNTANT 


As a result of an increase in the activities of The Canadian Institute of 


Chartered Accountants, 
duties. 


a chartered accountant is 
The position involves responsibility for office organization, including the 


required for administrative 


supervision of staff and procedures as well as the preparation of financial state- 


ments and budgets. 
Institute’s committees. 


The successful applicant will also work with many of the 


Applicants should outline their education and business experience. 


Reply, by letter marked ‘’Confidential’’ to: 


R. D. Thomas, C.A., Executive Secretary, 


The Canadian Institute of Chartered Accountants, 


69 Bloor Street East, 


Toronto 5, Ontario. 













BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - - = Halifax, N.S. 





ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Oni. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - - - = Ottawa 4, Ont. 





BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 
The Canadian Bank of Commerce Building - - - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - + += Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, | 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - - - Montreal 1, Que. 
PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street - - - -  - Montreal 1, Que. 
STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - - - = Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 
We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 


Chartered Life Underwriters 55 Yonce STREET, TORONTO, ONT. 


REUBEN SCHAFER, C.L.U. 
OCCIDENTAL LIFE INSURANCE AGENCY 


Term insurance a specialty 


491 Lawrence Ave. WEstT, Toronto 12, Ont. RU. 9-1291 


J. MILTON BROWN — J. ROGER FLUMERFELT 


Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. WEsT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 


Sun Lire Bur_pinc MONTREAL, QUE. 








SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 


The Institute of Chartered Accountants of Ontario 


The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 


Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Asscciation 


of York County 


and over 100 other professional 


Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 


Head Office of Canada: 160 Bloor St. E., Toronto 





How does Accounts 
Receivable Financing work? 


on a weekly basis but can be done 
more frequently if desired. 


The cost for the loan is slightly higher 
than the interest rate charged by the bank, 
our charge being 7% per annum. Our 
profit is made from a small service charge 
of from 1% to 242% per invoice, charged 
only once (and not each month as some 
people think), that is made when the 
receivables are discounted. 


We set no limit on our loans. Our 
advances are made accordingly to their 


sales. The more they sell, the more money 


the firm needs to operate. Funds are 
available immediately as goods are 
shipped. 


No contracts are signed obligating the 
firm to discount all their receivables for 
any period of time with us. 


Nor do we ask that they assign all their 
accounts to us. The firm may wish to keep 
certain accounts, who do not wish to be 
factored, for themselves. 


_ We advance 75% -90% on the 
invoices. These advances are usually made 


_ The difference, which we call reserves, 
is paid back when the account is paid. 


Advances on every acceptable schedule 
of invoices will be paid the same day 
we receive the schedule. 


Last year the total volume of factoring 
and accounts receivable financing in the 
United States reached $11-billion. Non- 
Bank Financing evidently works. The 
costs are usually offset by increased sales; 
and increases profits through having 
proper inventories and modern plant and 
equipment made possible by our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITED 
1541 Davenport Road, 

Toronto 4, Ontario, LE. 6-1115 





BURNING 
THE 
MIDNIGHT 
OIL? 


Overtime in accounting can be 
reduced to a minimum with the 
aid of the IBM Service Bureau, 
where your payroll, invo eing, 
sales and stock records a’ 1 othr 
accounting procedures ca.‘ 

be done for you with speed anc 
complete accuracy. 


At the IBM Service Bureau 

you get the benefit of IB?! data 
processing equipment, IB 
methods planning and IBM 
specialists ... and you pay ona 
job or time basis. The pricé is 
quoted in advance. There is no 
capital expenditure . . . overtime 
is eliminated. 


Call the IBM Service Bureau and a representative wil. 
discuss your requirements. You can have routine accounting 
done, special jobs or call on the Bureau in emergencies. 


I B M SERVICE BUREAU 


Service Bureaux located in principal cities across Canada. 





- 


